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(a)  The  small  number  of  Banks  in  India  is  striking. 
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CHAPTER  I 

INTRODUCTORY 
I 

The  Subject  Matter  of  Indian  Finance 

Nine  times  out  of  ten  Finance  is  regarded,  sometimes 
not  without  reason,  as  dull,  unmistakably  dull,  and 
Indian  Finance  is  iio  exception  to  the  rule.  It  is, 
as  Hamlet  would  say,  "  caviare  to  the  general,"  and 
is  ordinarily  of  interest  only  to  those  who  have  a 
positive  genius  for  the  subject.  The  man  in  the 
street  is  accustomed  to  regard  it,  except  when  written 
by  a  Bagehot  or  a  Hartley  Withers,  as  the  work  of 
one  who  revels  in  statistics,  excogitates  taxes,  and 
manipulates  budgets.  With  such  a  person  he  is 
profoundly  out  of  sympathy,  and  especially  is  this 
the  case  if,  even  against  the  dictates  of  common 
sense,  the  financier,  like  Pharaoh  of  old,  hardens  his 
heart.  To  speak  perfectly  frankly,  both  the  man  and 
his  subject  are  of  Little  interest  to  him,  except  on  the 
rarest  of  occasions.  The  jargon  of  the  text-books 
bewilders  the  ordinary  reader  when  the  tale  is  told 
with  a  commonplace  obscurity  of  phrase.  We  must, 
therefore,  try  to  place  on  one  side  pedantic  respect 
for    mouldy    precedent,   and    describe  the  Indian 
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financial  machine  in  such  a  way  that  he  who  runs 
may  read,  and  reading,  understand.  Sometimes  we 
shall  have  to  say  what  is  very  platitudinous,  but 
the  gain  will  be  great.  We  shaU  see  that  Indian 
financiers  in  the  forbidding  portals  of  the  Finance 
Department  and  in  the  money  markets  of  our  large 
cities  are  after  all  very  human  persons  whose  energies, 
directly  or  indirectly,  are  concerned  with  India's 
pecuniary  resources.  In  short,  they  deal  with  the 
machinery  by  which  money  matters  are  handled, 
and  the  subject  is,  as  Wilson,  one  of  the  greatest  of 
India's  Finance  Members  and  a  former  Secretary  of 
His  Majesty's  Treasury,  said  over  sixty  years  ago, 
"not  mere  arithmetic;  finance  is  a  great  policy. 
Without  sound  finance  no  sound  government  is 
possible  ;  without  sound  government  no  sound  finance 
is  possible."  The  scope  of  the  book  will  include  the 
everyday  conditions  under  which  the  financial  system 
works,  the  circulating  media  such  as  rupees,  sovereigns, 
and  notes,  exchange,  banking,  and  the  very  important 
questions  relating  to  Government  balances  and  reserves 
in  India  and  abroad,  especially  in  London,  the  great 
money  market  of  the  world,  where  international  trans- 
actions in  normal  times  are  settled. 

In  view  of  the  changes  that  are  shortly  to  take 
place  in  imperial  and  provincial  finance  on  the  intro- 
duction of  the  Montagu-Chelmsford  Reforms,  it  has 
been  decided  to  omit  for  the  present  any  systematic 
treatment  of  that  branch  of  the  subject  relating  to 
public  revenue  and  expenditure.  There  is,  therefore, 
no  mention  of  that  fascinating  study — financial  devolu- 
tion from  the  early  days,  i.e.  before  1858  (when  not 
even  a  messenger  on  four  rupees  per  mensem  could 
be  permanently  engaged  without  the  sanction  of  the 
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Grovernor-General  in  Council  ^).  The  influence  of  the 
Act  of  Parliament  of  1858,  the  evolution  of  provincial 
finance  during  the  Viceroyalties  of  Lords  Mayo  and 
Ljrtton  down  to  recent  years,  have  reluctantly  been 
passed  over  until  it  is  possible  to  discuss  the  complete 
separation  to  be  made  under  the  Reforms  between 
imperial  and  provincial  heads  of  revenue,  and  the 
powers  of  taxation  and  borrowing  that  are  to  be 
conferred  on  Local  Grovernments. 

Some  of  the  questions  dealt  with  were  in  the  past 
matters  of  keen  controversy,  owing,  firstly,  to  the  policy 
of  half  lights,  and  the  absence  on  the  part  of  respon- 
sible authorities  of  a  full  and  clear  exposition  from  time 
to  time  as  difficulties  were  encountered  and  overcome. 
As  in  other  currency  systems,  changes  took  place 
very  quietly  and  without  any  flourish  of  trumpets. 
Criticism  in  the  past  was  also  due  to  the  attempt  to 
regard  each  part  of  the  financial  system,  such  as  the 
paper  currency  and  gold  standard  reserves  in  India 
and  in  London,  as  water-tight  compartments  instead 
of  regarding  them  as  part  of  the  financial  system  as 
a  whole.  A  third  crop  of  criticisms  was  due  to  the 
difference  of  opinion  that  arose  between  India  and 
London  owing  to  differences  of  environment  and  local 
influences.  Each  side  thought  at  times  the  other 
side  unreasonable,  and  even  short-sighted.  As  Sir 
James  Meston,  Finance  Member  of  the  Viceroy's 
Council,  put  it  in  his  evidence  before  the  Royal 
Commission  on  Indian  Finance  and  Currency,  1913  : 

All  these  tendencies  rather  meant  cross  -  purposes  at 
times,  and  did  lead  to  cross-purposes,  and  there  are  records 


^  Cd.  4956, 1909,  p.  19,  "  Memorandum  on  some  of  the  Results  of  Indian 
Administration  during  the  past  Fifty  Years  of  British  Rule  in  India." 


4         INDIAN  FINANCE  AND  BANKING      chap. 

of  disputes  on  such  points  as  the  proper  form  of  utilising 
the  silver  in  the  Gold  Standard  Eeserve — ^whether  it  ought 
to  be  utilised  as  a  loan  or  whether  it  ought  to  be  utilised  against 
investments  in  England.  In  regard  to  these  particular 
points,  I  confess  I  think,  reading  the  papers  over  again,  that 
we  were  both  right ;  we  both  had  different  points  of  view 
which  the  other  side  did  not  see.  But  what  I  am  asked  by 
the  Government  of  India  to  say,  and  what  I  should  like  to 
put  on  record,  is  that  that  period  of  misconception  has  very 
largely  disappeared,  partly  due  to  better  personal  acquaint- 
ance and  personal  relations,  and  also  partly  due  to  the  larger 
and  more  extended  system  of  non-official  explanatory  corre- 
spondence in  supplement  of  the  official  despatches  which  pass 
between  the  two  Governments. 


II 

The  Balance  op  Trade 

Before  plunging  in  medias  res,  let  us  briefly  refer 
to  one  or  two  fundamental  facts  wMcli  are  of  great 
importance  in  any  examination  of  the  financial 
machine.  The  first  of  these  relates  to  the  balance 
of  trade,  a  question  intimately  connected  with  the 
maintenance  of  the  parity  of  the  rupee,  and  the 
arrangements  for  meeting  the  financial  requirements 
of  the  Secretary  of  State  in  London.  In  ordinary 
years  India  possesses  a  large  favourable  balance  of 
trade.  Her  exports  of  commodities  are,  as  a  rule, 
50  per  cent  greater  in  value  than  her  imports,  as  will 
be  seen  from  the  following  table  :  ^ 


^  For  further  details  see  my  annual  review  of  the  Trade  of  India  for 
the  years  ending  March  31,  1914,  1916,  1916,  1917,  1918,  and  1919,  issued 
by  the  Department  of  Statistics,  India  (Calcutta  :  Superintendent,  Govern- 
ment Printing). 
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(In  thousands  of  £.) 


Period. 

Exports, 
Including 
re-exports 
(private 
merchan- 
dise). 

Imports 
{private 
merchan- 
dise). 

Excess  of  exports 

over  imports  of 

merchandise. 

Actual. 

Per  cent. 

Average  of  ten  pre-war  years 
Average  of  five  pre-war  years 
Average  of  five  war  years 

1916-17     

1917-18     

1918-19     

129,808 
149,411 
149,405 
163,434 
161,703 
169,242 

85,899 
97,232 
98,534 
99,757 
100,283 
112,689 

43,909 
52,179 
50,871 
63,677 
61,420 
56,353 

51 
54 
52 
64 
61 
50 

It  is  unnecessary  to  refer  in  detail  to  all  the  items 
entering  into  the  balance  of  trade.  In  addition  to 
the  imports  of  treasure  there  are  the  imports  of  funds. 
There  are  also  the  hazy  and  hazardous  "  invisible  " 
imports  which  cannot  be  reduced  to  the  duLness  of 
a  statistical  statement.  A  large  part  of  these  un- 
recorded or  invisible  imports  consists  of  services 
rendered,  to  pay  for  which  exports  of  goods  take 
place.  Charges  for  shipping  freights  and  interest 
payments,  investments  abroad,  remittances  for 
families  in  England,  the  premiums  of  insurance 
companies,  the  profits  of  English  banks  and  other 
companies  or  firms,  are  also  of  this  nature.  If  we 
could  estimate  with  accuracy — ^which  we  cannot — 
the  value  paid  for  such  services  as  shipping  freights, 
insurance,  banking  facilities,  etc.,  provided  by  our 
creditors,  we  should  be  able  to  put  on  the  opposite 
side  of  the  account  as  invisible  imports,  chiefly  im- 
ports of  services,  a  value  which  would  explain  much, 
if  not  all,  of  the  excess  of  exports  over  imports.  In 
other  words,  there  are  more  things  in  India's  balance 
of  trade  than  are  dreamt  of  in  the  philosophy  of  the 
Indian  trade  returns.    There  is,  too,  the  oft-told  tale 
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of  the  accuracy  or  inaccuracy  of  the  trade  statistics 
as  actually  recorded  in  the  customs  returns.  An 
overvaluation  of  one  per  cent  for  exports  and  an 
undervaluation  to  the  same  extent  for  imports  would 
in  1919  have  affected  the  net  balance  by  over  £2,800,000 
or  7  per  cent  of  the  balance.  Again,  the  declared 
values  of  exports  are  taken  at  the  market  value 
quoted  at  the  time  of  export,  irrespective  of  the  price 
at  which  the  goods  are  sold.  If  the  goods  happen 
to  be  sold  forward  at  prices  lower  than  the  market 
price  for  ready  goods,  as  was  the  case  last  year  iu 
regard  to  jute  manufactures,  a  considerable  error  in 
the  values  may  arise.  But  all  things  considered,  the 
Balance  of  Trade  table  in  a  latter  part  of  this  book 
shows  that  as  a  result  of  the  war,  with  the  persistent 
demand  on  the  part  of  the  Allies  for  goods  of  national 
importance  and  with  the  cutting  off  of  imports  of 
piece-goods,  sugar,  salt,  kerosene,  and  a  hundred  and 
one  other  articles  of  necessity,  the  gap  between 
exports  and  imports,  or  the  so-called  favourable 
balance  of  trade,  increased  from  1916-17.  The  reason 
for  the  permanent  excess  exists  simply  because  there 
are  other  things  to  pay  for  besides  'imports,  such  as 
our  liabilities  in  London,  many  of  which  are  met  by 
the  Secretary  of  State.  These  net  liabilities  in  1 91 7-1 8 
of  the  Secretary  of  State  or  Home  charges  amounted 
to  £24,000,000,  39  per  cent  of  which  was  for  railways, 
26  per  cent  for  military  services,  20  per  cent  for 
interest  on  debt  (excluding  interest  charged  in  the 
railway  revenue  and  irrigation  accounts),  and  8  per 
cent  for  superannuation  allowances  and  pensions. 
The  following  table  summarises  the  main  statistical 
data  relating  to  this  important  question  of  India's 
trade  balance  : 
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(In  thousands  of  £.) 


1909-10  to  1913-14 

(pre-war  quinquennial 

average). 

1914-15  to  1918-19 

(war  auinquennial 

average). 

Net  exports  (excess  of  exports 

over  imports) 
Net  imports  of  treasure  and 

funds 

(o)  Council  drafts,  etc.  . 
(6)  Treasure  : 

(i.)  Gold      .       . 
(ii.)  Silver    . 

Balance  of  trade  in  favour  of 

India 

Balance  of  trade  against  India 

52,179 

52,464 
28,416 

50,871 

27,294 
20,097 

^'2<^H  7  196 
1,992/  ^'^^^ 

285 

23,577 

At  tlie  risk  of  wearying  the  reader  with  so  many 
repetitions  on  this  subject,  we  must  again  point  out 
that  it  is  impossible  to  reduce  all  the  items  to  the 
humdrum  dulness  of  a  definite  table.  At  the  same 
time  let  us  add,  as  a  Parthian  shot,  that  what  counts  is 
the  relation  between  exports  and  imports  of  every 
kind.  This  is  the  main  cause  of  the  fluctuations  in 
the  supply  of  and  the  demand  for  the  money  of  one 
country  in  another,  and  so  of  the  fluctuations  in  the 
rates  of  exchange. 


Ill 

The  Absorption  of  Gold  and  Silver 
AND  Currency 

A  second  factor,  not  unconnected  with  the  balance 
of  trade,  to  which  a  reference  has  just  been  made, 
is  the  absorption  of  the  precious  metals,  a  question 
which  is  a  permanent  wonder  to  students  of  finance 
in  other  countries.  Year  after  year,  in  season  and 
out  of  season,  the  precious  metals  are  attracted  to 
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India,  where  they  are,  as  it  were,  lost  to  sight,  being 
put  in  a  large  measure  to  non-productive  uses.  Before 
we  examine  the  statistical  data  that  have  been 
collected  with  regard  to  a  question  which  has  to  be 
squarely  faced,  we  must  remember  one  or  two  facts 
which  are  not  always  placed  in  their  proper  setting. 
Firstly,  as  the  Report  on  Indian  Constitutional 
Reforms  ^  shows : 

British  India  has  two  and  a  half  times  the  population  of 
the  United  States.  The  United  Provinces  and  Bengal  hold 
each  as  many  people  as  the  British  Isles.  We  may  compare 
Bihar  and  Orissa  in  respect  of  population  with  France,  Bombay 
with  Austria,  and  the  Punjab  with  Spain  and  Portugal 
combined.  In  England  and  Wales,  four-fifths  of  the  people 
live  in  towns.  India  has  many  ancient  and  historic  cities, 
but  taken  all  together  they  hold  but  a  tiny  fraction  of  her 
enormous  population.  ...  In  the  whole  of  India  the  soil 
supports  225  out  of  315  millions,  and  208  millions  of  them 
get  their  living  directly  by,  or  depend  directly  upon,  the 
cultivation  of  their  own  or  others'  fields.  What  concerns 
them  is  mainly  the  rainfall  or  the  irrigation  supply  from  wells 
or  canals,  the  price  of  grain  and  cloth,  the  payment  of  rent 
to  the  landlord  or  revenue  to  the  State,  the  repayment  of 
advances  to  the  village  banker,  ^  and  the  observance  of  religious 
festivals,  the  education  of  their  sons,  the  marriage  of  their 
daughters,  their  health  and  that  of  their  cattle.  .  .  .  The 
figure  of  the  individual  cultivator  does  not  often  catch  the 
eye  of  the  Governments  in  Simla  and  Whitehall.  It  is  chiefly 
in  the  mass  that  they  deal  with  him,  as  a  consumer  of  salt  or 
of  piece-goods,  or  unhappily  too  often  as  the  victim  of  scarcity 
or  disease.  But  the  district  officer  and  his  lieutenants  know 
well  the  difficulties  that  beset  him,  and  his  very  himian  needs  ; 
and  in  the  local  revenue  offices  these  make  up  nine-tenths  of 
the  public  business  done. 

1  Chapter  VI.     ' 

"  Strictly  speaking,  not  a  "  banker  "  but  merely  a  moneylender  who 
charges  a  high  rate  of  interest  for  money  lent. 
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In  this  picture  of  the'  Indian  countryside  we  have 
most  of  the  causes  that  make  for  the  huge  and  dis- 
tressing absorption  of  the  precious  metals.  India, 
too,  is  almost  fifteen  times  in  point  of  area  and  seven 
times  in  point  of  population  greater  than  the  British 
Isles.  This  means  that  the  circulating  media  have 
to  cover  vast  areas,  in  many  of  which,  it  is  true, 
currency  has  not  yet  percolated  to  any  degree.  The 
stream  of  rupees  into  these  parts  is  like  the  stream 
of  an  oasis  which  gets  lost  in  the  thirsty  sands  of  the 
desert.  If  means  of  communication  are  difficult,  it  is 
impossible  for  the  circulating  medium  to  move  freely 
when  its  work,  for  example  in  moving  the  crops,  has 
been  completed.  Education,  too,  is  still  neither  wide- 
spread nor  accessible.  When  it  is  remembered  that 
94  per  cent  of  the  population  is  illiterate,  i.e.  unable 
to  read  or  write  a  letter  in  their  own  script,  as  com- 
pared with  1"6  per  cent  in  Scotland,  1'8  per  cent  in 
England  and  Wales,  7" 7  per  cent  in  the  United 
States,  and  17'4  per  cent  in  Ireland,  and  that  it  is 
only  in  the  higher  education  of  boys  that  our  statistics 
will  stand  comparison  with  European  countries,  with 
America  and  with  Japan,  we  have  a  key  to  one  of 
the  main  reasons  for  the  absorption  of  the  precious 
metals.  Education,  as  nothing  else  can,  will  drive 
away  distrust.  The  perpetual  see-saw  of  good  and 
bad  years,  due  to  the  vagaries  of  the  monsoon,  which 
is  the  jugular  vein  of  Indian  trade,  does  not  increase 
the  cultivators'  trust  in  things.  Added  to  these  facts 
is  the  absence  of .  any  real  banking  system.  Every 
one  outside  towns  may  be  said  to  be  a  firm  believer 
in  the  saying  that  every  man  should  be  his  own 
banker.  It  is  customary  to  measure  the  strength  of 
a  banking  system  by  the  number  of  branch  banks  and 
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the  amount  of  deposits  or  liabilities.  If  this  be  taken 
as  an  index,  Indian  banking  may  be  said  to  be  in  its 
infancy.  There  are  only  65  principal  banks  with 
304  branches,  and  the  deposits  are  £107,000,000. 
Thus  India,  although  it  is  fifteen  times  in  area  and 
seven  times  in  population  greater  than  the  British 
Isles,  has  only  93  per  cent  of  the  number  of  banks, 
4  per  cent  of  the  number  of  branches,  and  6  per  cent 
of  the  deposits.  When  in  a  population  of,  say, 
315,000,000  souls  each  man  is  his  own  banker,  it 
will  be  clear  how  in  these  conditions  absorption  can 
increase  on  the  slenderest  of  rumours.  Experience, 
since  the  outbreak  of  the  war,  has  shown  this  to  be 
so.  If  on  an  average  each  man  kept  in  his  house  or 
otherwise  hid  away  two  rupees  per  annum,  or  say 
ten  rupees  for  a  household  of  five,  this  would  mean 
63  crores  of  rupees.  The  three  greatest  requirements 
of  India  at  the  present  time  are — (i.)  more  and  better 
education,  (ii.)  greater  banking  facilities,  and  (iii.) 
more  adequate  and  easy  means  of  transport.  With 
these  inadequately  developed,  absorption  is  bound  to 
continue  on  a  large  scale,  and  our  resources  wiU  con- 
tinue to  be  dissipated  in  this  appalling  manner.  Even 
in  England,  where  the  absorption  is  trivial  as  com- 
pared with  that  in  India,  writers  on  finance  have 
noted  the  dangers  of  the  problem.  Mr.  Hartley 
Withers  in  his  Business  of  Finance  believes 

gold  has  got  such  influence  upon  the  human  mind,  owing 
to  centuries  of  habit  and  convention,  that  it  is  still  regarded 
as  the  one  commodity  which  can  always  certainly  be  relied 
upon  in  times  of  acute  crisis.  Even  now,  when  it  has  been 
made  clear  that  it  is  every  one's  duty  to  pay  in  all  the  gold 
they  possess  through  their  bankers,  so  that  it  may  be  used 
for  war  purposes,  I  have  been  lately  told  by  many  quite 
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reasonable  people  in  England,  among  them  an  economic 
professor,  that  they  are  still  keeping  a  few  sovereigns  locked 
up  in  case  of  anything  that  may  happen.  I  believe  this 
prejudice  in  favour  of  gold  to  be  so  ingrained  that  any  attempt 
to  try  to  hasten  the  process  by  which  substitutes  for  gold  are 
used,  these  substitutes  being  mere  tokens  issued  by  a  Govern- 
ment with  no  promise  to  pay  gold  behind  them,  might  have 
disastrous  effects.  It  will  be  a  great  economy  if  the  day  ever 
comes  when  peoples  have  sufficient  confidence  in  their  Govern- 
ments and  in  their  bankers  to  feel  sure  that  pieces  of  paper 
issued  by  them  will  always  be  taken  in  exchange  for  goods 
without  any  intermediate  process  of  exchange  into  gold  and 
the  exchange  of  the  gold  into  goods.  But  it  seems  to  me  that 
it  will  take  about  a  century  of  economic  education  before  we 
can  arrive  at  that  ideal,  and  that  if  in  the  meantime  we  try 
to  take  short  cuts  we  might  find  ourselves  landed  in  a  very 
uncomfortable  position.  An  obvious  first  step  would  be  to 
cease  the  coining  of  gold  for  internal  use  and  to  make  credit 
instriunents  convertible  into  bar  gold  for  purposes  of  inter- 
national payment.^ 

If  India  had  not  its  ingrained  fondness  for  the 
precious  metals,  and  if  it  had  imported  goods  in  place 
of  such  quantities  of  the  precious  metals,  we  should 
have  been  much  better  ofi.  If  the  metals  are  hoarded 
in  the  form  of  jewellery,  they  are  put  to  non-productive 
uses  at  the  very  time  when  these  are  required  for 
productive  purposes.  For  a  long  time  to  come  a 
certain  amount  of  gold  will  be  required  for  marriages^ 
which  are  very  costly,  since  from  time  immemorial 
ornaments  (not  securities)  are  given  to  the  bride. 
But  with  the  spread  of  education  and  the  gradual 
change  in  social  custom  the  quantity  required  may 

^  Hartley  Withers,  The  Business  of  Finance  (John  Murray),  p.  61. 

The  Cimliffe  Committee  on  "  Currency  and  Foreign  Exchanges  after 
the  War"  (Cd.  9182,  1918,  Para.  23)  recommends  that  gold  ia  internal 
circulation  be  avoided,  and  that  it  should  be  held  in  a  central  reserve  as  u, 
backing  for  notes  in  circulation. 
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be  proportionately  reduced.  If,  however,  in  place  of 
converting  gold  into  jewellery  or  hoards,  the  gold 
were  used  in  circulation,  prices  would  tend  to  rise. 
If  gold  is  idle,  it  is  merely  dead  capital. 

We  may  now  turn  to  a  few  statistics  with  regard 
to  the  imports  and  absorption  of  gold  which  have 
been  taken  from  the  tables  in  a  latter  part  of  this 
volume.  The  net  imports  into  India  in  the  last 
twenty-five  years  have  been  the  equivalent  of  no  less 
than  two  years  of  the  world's  production.  In  the 
same  period  silver  (including  silver  imported  by 
Government  for  coinage)  has  been  imported  to  an 
amount  equal  to  the  production  of  the  world  for 
eight  years.  The  absorption  of  gold  coin  and  bullion 
in  the  last  forty-six  years  {i.e.  from  1874  to  1919)  has 
been  £250,000,000,  or  five  times  the  world's  annual 
average  production  in  the  same  period.  The  gold 
that  has  been  absorbed  has  been  made  chiefly  into 
ornaments  or  otherwise  put  to  unproductive  purposes. 
It  has  disappeared  from  sight.  The  following  table 
shows  the  net  imports  by  sea  of  gold  and  silver,  net 
absorption  of  gold,  and  net  imports  of  treasure  (gold 
and  silver)  by  land  frontier  : 


Net  imports  (imports  minus  exports)  of  gold  (bullion  and 
coin)  from  1835-36  to  1918-19  : 

(o)  Coin 203,700 

(6)  BulUou 112,800 


(In  thousands  of  £.) 

(Government  and 

private  account.) 


316,500 

During  25  years  (i.e.  to  March  31,  1919)     .       .       .  179,430 

Net  imports.     Ditto,  annual  average  (1895-1919)  .       .  7,177 

Net  imports.     Ditto,  pre-war  quinquennial  average       .  18,767 

Net  imports  of  sovereigns  since  1900-1901  "^     .       .       .  94,416 
Net   imports   of   sovereigns,   annual    average    in    the 

same  period 4,969 


1  Previous  to  1900-1901  sovereigns  were  not  shown  separately  in  the 
sea-borne  trade  returns. 
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(In  thousands  of  £.) 
{Government  and 
private  account.) 

Net  imports  of  sovereigna,  pre-war  quinquennial  average  11,680 
Net  absorption  of  gold  (coin  and  bullion),  25  years  (i.e. 

to  March  31,  1919) 214,770 

Net  imports  of  silver  from  1835-36  to  1918-19       .       .  636,700 

During  25  years  (i.e.  to  March  31,  1919)     .       .       .  217,825 
Net  imports  of  treasure  ^  by  land  frontier  during  25 

years  (i.e.  to  March  31,  1919) 5,037 

Estimated  total  stock  of  gold  in  India  2    .       .  93,000,000  oz. 

Estimated  total  stock  of  silver  in  India  ■'  .       .       .       .  3,729,000,000  oz. 

In  the  pre-war  year  1913-14  the  absorption  of  gold 
coin  (sovereigns)  was  over  £12,000,000.  In  1918-19, 
despite  the  fact  that  no  real  free  market  for  gold 
existed,  the  absorption  was  £3,475,000.  Although 
there  was  in  the  twenty-five  years  ending  March  31, 
1919,  a  net  average  import  of  silver  amounting  to 
R.  13,07  lakhs  3  (£9,000,000),  there  was,  on  the  other 
hand,  a  net  export  of  coined  rupees.  The  average  net 
exports  of  rupees  in  the  same  twenty-five  years 
amounted  to  R.  1,03  lakhs  (£686,000).  Owing  to  the 
increasing  demands  in  East  Africa  and  Mesopotamia, 
the  annual  average  export  of  rupees  in  the  five  pre- 
war years  was  R.  1,86  lakhs  (£1,240,000),  and  in  the 
five  war  years  R.  2,34  lakhs  (£1,560,000).  As  against 
this  drain  of  rupees  by  sea,  there  is  in  ordinary  times 
a  net  import  of  treasure  including  rupees  across  the 
frontier,  a  frontier  which  extends  roughly  over  6800 
miles.  Concurrently  with  the  increase  in  the  demand 
for  rupees  in  India,  there  has  recently  been  a  similar 
increase  in  the  exports  across  the  frontier,  and  the 
returns  bring  this  out  in  an  interesting  way.    During 

^  Gold  and  silver  are  shown  separately  in  the  returns  of  land  frontier 
trade  from  April  1916. 
^  See  also  Chapter  X. 

India.  Iiondon.  Germany. 

'  1913     1000  rupees     =     £66         =     1320  marks. 
1919     1000  rupees     =     £84         =     3360  marks. 
R.  1  lakh  =E.  1,00,000. 
R.  1  crore=R.  100  lakhs =R.  1,00,00,000,  i.e.  ten  millions. 
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th.e  last  two  years  exports  of  silver  from  Burma  to 
Western  China  across  the  frontier  amounted  to  a 
total  of  R.  64  lakhs.  This  was  due  to  some  extent  to 
the  Chinese  exporters  of  raw  silk  to  Burma  requiring 
payment  in  cash.  There  was,  for  example,  in  one 
month  an  export  of  R.  16  lakhs,  mostly  for  the  pay- 
ment of  a  consignment  of  Chinese  silk. 

The  extraordinary  happenings  in  currency  absorp- 
tion in  the  last  four  years  have  been  mentioned  in 
the  press  and  elsewhere  with  almost  wearisome  itera- 
tion. The  statistics  of  this  should  be  read,  marked, 
and  digested.  The  effect  of  a  study  of  the  tables  is 
to  leave  the  imagination  gasping,  but  the  astonishing, 
and  perhaps  fortunate,  thing  is  that  in  spite  of  the 
shortage  of  rupees  the  convertibility  of  our  note 
issue  has  been  preserved.  The  following  table  sum- 
marises the  data  of  absorption  : 


S^ET  Absorption  or  CuRRENcy 
(In  lakhs  of  rupees.) 

5  years'  pre- 
war average 
(ending  March 
31,  1914). 

Year  ending  March  31. 

1915. 

1916. 

1917. 

1918. 

1919. 

Gold  (sovereigns) 

Rupees  and  half- 
rupees 

Subsidiary  coins 
(four,  two,  one 
anna  pieces,  and 
single  pice) 

Currency  notes  . 

Total     . 

10,99 

8,78 

62 
3,39 

7,48 
—6,70 

—21 
—3,43 

—40 
10,40 

36 

7,87 

1,37 
33,81 

97 
18,18 

11,64 
27,86 

99 
15,48 

5,21 
45,02 

2,78 
51,70 

23,78 

—2,86 

18,23 

54,33 

55,97 

104,71 

( —  indicates  return  from  circulation.) 


The  large  absorption  of  rupees,  half-rupees,  sub- 
sidiary coins,  and  even  notes,  is  very  noticeable,  and 
it  prompts  the  question  as  to  why  the  abnormal 
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absorption  should  have  taken  place  in  the  three  very 
remarkable  years  ending  March  1919.  With  the 
revival  of  the  export  trade  in  the  autumn  of  1915, 
consequent  on  the  persistent  demand  of  the  Allies 
for  munitions  of  war,  there  was  a  rise  in  the  prices 
of  our  staple  exports.  This  is  seen  from  the  following 
index  numbers : 


1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Exports 

.       100 

102 

103 

117 

125 

150 

Imports 

.       100 

101 

126 

170 

211 

268 

It  goes  without  sajdng  that  the  currency  required 
to  move  the  crops  in  these  three  years,  owing  to  the 
considerable  rise  in  the  prices  of  exports  from  103 
in  1916  to  150  in  1919,  must  necessarily  have  been 
greater  than  in  previous  years  of  lower  prices.  In 
other  words,  merchants  required  more  rupees  to  com- 
plete their  purchases  ;  jind  even  had  a  normal  rate  of 
the  return  of  circulating  media  to  banks  and  Govern- 
ment treasuries  been  observed,  a  considerable  increase 
in  the  coinage  would  have  on  this  account  alone  been 
necessary  to  finance  trade.  Secondly,  it  will  be  noted 
that  in  these  three  years  prices  of  imports  rose  from 
126  in  1916  to  268  in  1919,  or  113  per  cent.  With 
this  increase  in  prices  there  was  more  than  a  corre- 
sponding decrease  in  quantity.  The  volume  of  im- 
ports, for  example,  in  the  year  ending  March  1919, 
was  actually  6  per  cent  less  than  in  the  corresponding 
period  of  1918.  The  quantity  of  imported  piece- 
goods — India's  chief  import — ^was  in  1919  only  43  per 
cent  of  the  pre-war  normal  imports.  The  plain  fact 
was  that  imports  were  almost  imobtainable  from  the 
Allies,  and  even  when  obtainable  prices  were  such, 
owing  to  the  increased  cost  of  production,  higher 
freights,  insurance,  and  congestion  on  our  railways. 
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that  the  consumer  was  unwilling  or  unable  to  pay. 
Instead  of  the  currency  flowing  back  as  in  normal 
times  to  commercial  centres  after  its  release  in  the 
purchase  of  Indian  produce  to  pay  for  imports,  it 
remained  in  situ  and  in  a  state  of  wasteful  inertness. 
In  previous  years  absorption  was,  generally  speaking, 
regarded  as  a  measure  of  prosperity.  In  the  four 
exceptional  years  1916-19  we  see  that  this  was  not 
completely  true.  We  have  the  anomaly  that  imports 
were  curtailed  at  a  time  of  large  exports.  The  war 
has  shown  that  agricultural  prosperity  by  itself  is, 
when  unaccompanied  by  a  large  demand  for  imports 
that  is  capable  of  being  satisfied,  a  menace  to  the 
whole  currency  system,  just  as  famine  and  widespread 
scarcity  forcing  rupees  into  circulation  are  the  reverse. 
The  agriculturist  always  looks  on  the  rupee  as  a  store 
of  value,  protected  against  climatic  vicissitudes  and 
the  ravages  of  rats  and  white  ants.  To  extract  the 
rupee  from  hoards  he  must  be  given  the  things  which  he 
requires  and  adequate  opportunities  of  spending.  He 
is  ignorant  of  the  methods  and  benefits  of  investment. 
In  addition  to  these  main  reasons  for  absorption 
in  war  time,  there  are  others  of  hardly  less  importance. 
The  requirements  of  silver  for  ornaments  have  had  to 
be  met  from  metallic  currency  to  fill  the  void  created 
by  the  absence  of  gold  and  silver  imports.  The 
Government  of  India  (Finance  Department)  Notifica- 
tion No.  1571  F.,  dated  July  11,  1917,  prohibited 
the  import  of  silver  into  India  except  in  the  case  of 
(i.)  current  silver  coin  of  Government,  (ii.)  silver  coin 
or  bullion  imported  on  Government  accoimt,  and 
(iii.)  silver  coin  or  bullion  imported  under  licence. 
Even  before  the  date  of  prohibition  imports  of  silver 
on  private  account  fell,  because  of  the  rapid  rise  in 
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the  price  of  silver,  and  the  impossibility  of  obtaining 
supplies.  Some  portion,  therefore,  of  the  silver 
metallic  currency  has  been  diverted  to  this  purpose, 
and  there  is  evidence  from  various  sources  that  such 
has  been  and  is  still  being  used  tu  the  arts,  mainly 
as  jewellery.  Moreover,  it  has  not  been  possible  to 
convert  as  usual  part  of  the  profits  on  the  produce 
exported  into  gold  bars  and  sovereigns  since  gold  was 
unobtainable.^  The  pre-war  average  imports  ^  of  gold 
bullion  were  £9,155,000  (or  R.  14  crores),  and  of 
sovereigns  £12,484,000  (or  R.  19  crores),  a  large  part 
of  which  was  used  for  melting  down  into  jewellery. 
This  lack  of  gold,  rather  than  creating  a  panic,  re- 
sulted in  the  hoarding  of  metallic  silver.  In  this 
connection  it  is  interesting  to  note  that  the  bulk 
of  the  gold  issued  in  India  since  the  outbreak  of 
war  has  found  its  way  to  Bombay,  and  to  a  less  extent 
to  Calcutta  for  use  in  the  arts.  The  Controller 
of  Currency  believes  that  this  is  borne  out  from  the 
marked  increase  in  the  number  of  private  assays  of 
gold  conducted  at  the  Bombay  and  Calcutta  Assay 
offices  and  from  circumstantial  evidence  that  has  since 
become  available.  The  melting  of  gold  as  also  of 
silver  coin  was  declared  on  the  29th  June,  1917  to  be 
an  ofience  under  the  Defence  of  India  Rules.  There 
has  been  a  series  of  circumstances  in  the  last  four 
years  that  is  not  likely  to  occur,  except  on  the  rarest 
of  occasions,  such  as  a  world  war,  viz.  the  persistent 
demand  for  munitions  of  war  at  extraordinarily  high 
prices,  combined  with  a  more  or  less  complete  absence 

^  There  was  no  free  market  for  gold,  and  since  June  1917  gold  imported 
into  India  is  acquired  by  Government  Gold  (Import)  Ordinance,  No.  III., 
dated  June  29,  1917.  This  has  been  superseded  by  the  Gold  (Import) 
Act  XXII.  of  1917. 

^  Total  imports  ;  net  ijtnports  are  given  in  Chapter  III. 
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of  imports  of  vital  necessity  to  India,  such  as  piece 
goods,  sugar,  salt,  kerosene,  and  gold.  It  is  to  the 
combination  of  these  economic  causes  that  the  huge 
absorption  in  the  last  three  years  of  war  must  be 
mainly  ascribed,  although  the  uncertainty  as  to  the 
future  and  the  unusual  restrictions  placed  on  trade 
may  have  produced  uneasiness  in  men's  minds. 

When  these  temporary  and  abnormal  circumstances 
disappear,  and  imports,  including  imports  of  gold 
bulKon  for  use  in  the  arts,  are  available,  a  return  of 
specie  and  notes  is  certainly  to  be  anticipated. 
Eecently  (July  1919)  rupees  have  been  returning 
from  hoards  in  a  most  satisfactory  way,  and  in  parts 
of  Bengal  the  Bank  of  Bengal  reports  that  notes  are 
being  asked  for  by  producers,  rupees  being  given  in 
exchange.  Grovernment's  silver  balances  in  India 
in  the  Paper  Currency  Reserve  in  July  1919  were 
E.  46  crores  as  against  E.  18  crores  in  July  1918, 
E.  26  crores  in  July  1917,  and  E.  28  crores  in 
July  1916.  It  is  more  than  a  pious  hope  that  with 
the  spread  of  education,  and  with  the  introduction  of 
a  real  system  of  banking,  India  will  learn  to  abandon 
on  its  present  scale  its  secular  habit  of  hoarding.  If, 
in  place  of  importing  200  million  ounces  of  American 
silver  obtained  through  the  Pittman  Act  of  April  1918, 
we  had  preferred  credits  in  America  at  5  per  cent 
per  annum,  we  should  have  saved  £2,000,000  or  E.  300 
lakhs  per  annum  in  interest  alone,  more  than  sufficient 
to  pay  the  entire  cost  of  education  in  Bengal  for  a 
twelvemonth.  The  danger  of  absorption  on  the  scale 
of  the  Indian  silver  crisis  of  1918  is  a  very  real  one. 
It  may  reduce  the  rupee  balances  to  a  low  level,  and 
thereby  jeopardise  the  convertibility  of  the  note  issue. 


CHAPTER  II 

THE  INDIAN  CURRENCY  SYSTEM  BEFORE  THE  WAR 

And  now  to  turn  to  the  practical  details  of  the 
Indian  currency  system.  In  order  to  leave  no  cause 
for  doubt  as  to  the  working  of  this  interesting  but 
delicate  piece  of  mechanism,  it  will  be  necessary  to 
make  more  than  a  cursory  examination.  We  shall 
see  how  the  war,  which  has  quickened  men's  thinking 
in  regard  to  currency  matters,  has  made  us  recognise 
as  urgent  what  had  hitherto  passed  for  being  academic, 
speculative,  and  controversial.  It  has  placed  many 
standing  questions  of  currency  poHcy  in  a  wholly  new 
light. 


The  Currency  in  Circulation  and 
IN  Reserves 

Under  the  Indian  Coinage  Act  (Act  III.  of  1906) 
and  the  Indian  Paper  Currency  Act  (Act  II.  of  1910) 
the  currency  in  circulation  and  in  Government  and 
bank  reserves  consisted  before  the  war  entirely  of 
rupees  and  half-rupees,  subsidiary  coin  of  silver, 
nickel,  and  bronze,  notes,  and  to  some  extent  of  gold. 
Rupees,  half-rupees,  sovereigns,  half-sovereigns,  and 

19 
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"  universal  "  notes  are  unlimited  legal  tender.  The 
note  issue  is  a  Government  issue  and  is  in  the  form 
of  promissory  notes  of  the  Government  of  India 
payable  in  rupees  to  bearer  on  demand,  a  reserve, 
known  as  the  Paper  Currency  Keserve,  beiug  held  in 
India  and  in  London  to  ensure  convertibility.  Banks 
since  1862,  in  which  year  the  previously  existing  notes 
of  the  Presidency  banks  were  withdrawn,  do  not 
possess  the  right  of  issuing  notes.  By  Act  XVII. 
of  1835  the  rupee  of  180  grains  troy,  -jl^ths  fine, 
with  the  half -rupee,  became  for  the  first  time  through- 
out India  "  legal  tender  in  satisfaction  of  all  engage- 
ments, provided  the  coin  shall  not  have  lost,  more 
than  two  per  cent  in  weight,  and  provided  it  shall 
not  have  been  clipped,  or  filed,  or  have  been  defaced 
otherwise  than  by  use."  Subsidiary  coins  by  the 
same  Act  were  legal  tenders  to  the  extent  of  one 
rupee.  By  Section  11  of  Act  III.  of  1906,  "gold 
coins,  whether  coined  at  His  Majesty's  Royal  Mint 
in  England  or  at  any  Mint  established  in  pursuance 
of  a  Proclamation  of  His  Majesty  as  a  branch  of  His 
Majesty's  Royal  Mint,  shall  be  a  legal  tender  in  pay- 
ment or  on  account  at  the  rate  of  fifteen  rupees  for 
one  sovereign,  provided  that  such  coins  have  not 
been  called  in  by  any  Proclamation  made  in  pursuance 
of  the  Coinage  Act,  1870,  or  have  not  lost  weight  so 
as  to  be  of  less  weight  than  that  for  the  time  being 
prescribed  for  like  coins  by  or  imder  the  said  Statute 
as  the  least  current  weight."  Sections  12,  13,  and  14 
of  the  same  Act  enacted  also  that 

(1)  "  The  rupee  and  half-rupee  shall  be  a  legal  tender  in 
payment  or  on  account,  provided  that  the  coin  (a)  has  not 
lost  in  weight  so  as  to  be  more  than  2  per  cent  below  standard 
weight,  and  (b)  has  not  been  defaced  "  (Section  12). 
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(2)  "  The  quarter-rupee  and  eighth  of  a  rupee  shall  be  a 
legal  tender  in  payment  or  on  account  for  any  sum  not  exceed- 
ing one  rupee,  provided  that  the  coin  (a)  has  not  lost  in  weight 
so  as  to  be  more  than  such  percentage  below  standard  weight 
as  may  be  prescribed  as  the  limit  of  reasonable  wear,  and  (&) 
has  not  been  defaced  "  (Section  12). 

(3)  Nickel  coin  "  shall  be  a  legal  tender  in  payment  or  on 
account  for  any  sum  not  exceeding  one  rupee  "  (Section  13 
of  Act  III.  of  1906,  and  Section  7  of  Act  IV.  of  1918,  the  latter 
providing  for  the  nickel  two-anna  piece  in  addition  to  the  one- 
anna  piece.    The  two-anna  piece  was  first  coined  in  1918). 

(4)  Bronze  coins  (the  pice  or  quarter-anna,  the  half-pice 
or  one-eighth  of  an  anna,  and  a  pie,  being  one-third  of  a  pice 
or  one-twelfth  of  an  anna)  "  shall  be  a  legal  tender  in  payment 
or  on  account  for  any  sum  not  exceeding  one  rupee  "  (Section 
14). 

Act  II.  of  1910  provided  that  a 

"  universal  currency  note  shaU  be  a  legal  tender  at  any  place 
in  British  India,  and  any  other  currency  note  shall  be  a  legal 
tender  at  any  place  within  the  circle  from  which  the  note  was 
issued,  for  the  amount  expressed  in  the  note  in  payment  or 
on  account  of  (a)  any  revenue  or  other  claim,  to  the  amount 
of  one  rupee  or  upwards,  due  to  the  Government  of  India, 
and  (6)  any  sum  of  one  rupee  or  upwards,  due  by  the  Govern- 
ment of  India  or  by  any  body  corporate  or  person  in  British 
India,  provided  that  no  currency  note  shall  be  deemed  to  be 
a  legal  tender  by  the  Government  of  India  at  any  office  of 
issue  "  (Section  15,  Act  II.  of  1910  as  amended  by  Act  XIX. 
of  1917). 

Tkis  last  sentence  provides,  of  course,  for  the  con- 
vertibility of  the  notes.  These  notes  are  issued  in 
denominations  of  1,  2/8,  5,  10,  50,  100,  500,  1000,  and 
10,000  rupees.  They  are  issued  without  any  limit 
at  any  paper  currency  offices  against  rupees  or  gold. 
It  is  only,  however,  at  the  seven  currency  offices  or 
head  offices  of  issue  (into  which  India  is  divided  for 
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the  purpose  of  the  note  system)  that  notes  are  legally 
encashable.  Notes  from  one  to  one  hundred  rupees, 
as  universal  notes,  are  universal  legal  tender  and  are 
encashable  as  of  right  at  the  head  offices  of  issue  in 
all  the  seven  circles.  Notes  other  than  universal  notes 
are  legally  encashable  at  the  currency  offices  from 
which  they  were  issued  (Section  16,  Act  II.  of  1910). 
Arrangements  were  also  made  for  the  issue  and  prompt 
encashment  of  notes  at  a  number  of  the  branches  of 
Presidency  banks.  Facilities  for  encashment,  other 
than  those  prescribed  by  law,  were  given  at  most  of 
the  Government  treasuries,  and,  in  practice,  notes 
were  freely  encashed  there  within  reasonable  limits. 
As  the  Civil  Account  Code  puts  it  somewhat  pictur- 
esquely and  even  naively  :        ♦ 

Although  no  person  has  legal  claim  to  obtain  cash  for  notes 
presented  at  a  Government  treasury,  Grovernment  desire  that 
this  accommodation  be  given  whenever  possible,  and  that  aU 
appUcations  for  exchange  should  be  granted  provided  that  the 
coin  or  notes  applied  for  are  available,  subject  to  any  general 
or  special  limitations  which  the  Accountant-General  may  find 
it  necessary  to  impose  from  time  to  time.  .  .  .  The  Treasury 
Officer  should,  whenever  he  is  satisfied  that  no  inconvenience 
will  be  caused  to  the  treasury  by  the  encashment  of  any 
universal  notes  or  home  notes  ^  Ukely  to  be  presented,  exhibit 
in  some  conspicuous  place  a  placard  in  English  and  the 
vernacular  notifying  that  he  is  prepared  to  give  cash  for  such 
notes.  If  the  Treasury  Officer  can  spare  cash  for  only  a 
limited  amount  of  notes  he  is  at  liberty  to  notify  that  he  is 
prepared  to  give  cash  for  universal  notes  only  or  for  notes  of 
the  lower  denominations  only.  Care  should,  however,  be 
taken  that  no  corrupt  or  undue  preference  be  shown  to  any 
individual.  .  .  .  Universal  notes  and  home  notes  to  a  limited 
extent   may  be  cashed  for  the   convenience    of   travellers 

'  /,e.  notes  of  the  circle  in  which  the  treasury  is. 
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when  the  treasury  is  unable  to  cash  them  for  the  general 
pubUc.i 

The  instructions,  bred  perhaps  in  the  tepid  atmosphere 
of  a  Government  office  in  the  plains,  ended  with  a 
remark—"  Visitors  to  hill  sanitaria,  however,  cannot 
be  regarded  as  travellers."^ 

We  have  so  far  included  as  currency  merely  coin 
and  currency  notes.  We  might,  however,  with  perfect 
reason  widen  our  definition  of  currency  to  include 
anything  either  of  metal  or  paper  commonly  accepted 
in  payment  for  goods  and  services.  This  would 
include  cheques,  but  it  would  exclude  bills  of  exchange 
since  these  bills  are  a  highly  specialised  means  of 
payment  and  do  not  circulate  in  the  hands  of  the 
public.  There  was  a  large  increase  in  the  use  of 
cheques  in  towns,  especially  in  the  five  chief  ports. 
Had  it  not  been  for  the  fact  that  (1)  stamps  on  cheques 
are  necessary  in  this  country  as  they  are  not  in  the 
United  States,  and  (2)  signatures  in  the  vernaculars 
are  not  ordinarily  permitted  by  the  banking  world, 
the  development  of  the  cheque  currency  might  have 
shown  a  very  much  greater  increase.  Nevertheless 
a  large  part  of  the  purchasing  power  was  in  the  form 
of  bank  deposits  operated  on  by  cheque,  legal  tender 
money  being  required  only  for  the  purpose  of  actual 
public  circulation  in  connection  with  retail  trans- 
actions and  the  payment  of  wages,  and  for  reserves 
held  by  the  banks  against  deposits.  The  following 
table  summarises  the  increase  in  this  form  of  currency 
so  far  only  as  returns  are  available,  i.e.  for  the  five 
chief  ports — Calcutta,  Bombay,  Madras,  Karachi,  and 
Rangoon.     They  do  not  include  up-country  cheques. 

1  CivU  Account  Code,  §§  610  and  611  (vol.  i.). 
"  In  the  revised  instructions  this  has  been  omitted. 
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If,  for  example,  a  cheque  is  drawn  ia  Bareilly  on  a 
firm  in  Calcutta,  the  latter  fixm  would  pay  the  cheque 
into  their  account  with  a  bank  in  Calcutta  which 
collects  the  amount  either  through  the  bank's  own 
branch  in  Bareilly  or  through  another  bank's  branch 
or  similar  agency.  It  does  not  pass  through  the 
Clearing  House.  The  table  gives  the  circulation  of 
other  forms,  such  as  rupees  and  notes.  The  methods 
by  which  these  results  were  obtained  are  described 
in  subsequent  chapters. 

CUKBENOY  IN   ClECULATION    (10   YEARS). 
(In  crores  of  rupees.) 


Pkb-Wae  Period. 

War  Pbeiod. 

1910. 

1911. 

1912. 

1913. 

1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Rupees  . 

Notes  (active  cir- 
culation on 
Marcli  31) 

Total     . 
Cheques  cleared  . 

Grand  Total . 

1,86 
40 

1,84 
40 

1,82 

45 

1,91 

47 

1,87 
50 

2,04 

44 

2,12 
53 

2,27 
67 

2,19 
84 

2,28 
1,34 

2,26 
4,65 

2,24 
5,16 

2,27 
5,89 

2,38 
6,50 

2,37 
5,38 

2,48 
5,63 

2,65 
8,09 

2,94 
9,01 

3,03 
13,96 

3,62 

6,91 

7,40 

8,16 

8,88 

7,75 

8,11 

10,74 

11,95 

16,99 

•• 

Internally  we  were  always  prepared  to  discharge 
our  indebtedness  on  a  silver  basis,  viz.  rupees.  Rupees 
(and  half-rupees,  which  ranked  as  we  have  seen  with 
rupees)  were  unlimited  legal  tender  and  inconvertible. 
The  Government  note'  issue  was  convertible  into 
rupees.  Apart  from  the  investments,  gold,  and  sUver 
bullion  in  the  Paper  Currency  Reserve,  the  notes 
actually  represented  rupees.  Sovereigns  were  also 
unlimited  legal  tender  convertible  at  the  rate  of  R.  16  ^ 
to  the  £,  but  rupees  were  not  similarly  convertible 
by  law  into  sovereigns  at  that  rate.     There  was  in 

1  When  the  Committee  on  Indian  Currency  now  sitting  (July  1919) 
reports  this  rate  will  be  changed.  The  rupee  equivalent  now  fixed  by 
Government  for  sovereigns  imported  is  R.  12.4.6  per  sovereign. 
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this  respect  one-sided  convertibility.  Before  the  war 
sovereigns  were  sometimes  given  in  exchange  for 
rupees,  but  this  was  only  as  a  matter  of  administrative 
convenience.  Externally  we  were  always  ready  to 
meet  our  obligations  in  international  currency — gold. 
We  were  prepared  to  discharge  external  indebtedness 
on  a  gold  basis  by  the  export  of  gold  or  by  the  sale 
in  India  of  gold  bills  ("  Reverse  drafts ")  on  the 
Secretary  of  State.  Our  currency  system  was  a  gold 
standard.  India  had  realised  the  truth  of  what  that 
prince  of  economists,  David  Ricardo,  held  at  the 
time  of  the  bullionist  controversy  one  hundred  years 
ago  when  a  long  war  had  ended,  and  it  was  necessary, 
as  at  present,  to  right  currency  matters  in  the  period 
of  reconstruction.  We  realise  that  a  currency  is  in 
its  most  perfect  state  when  it  consists  of  cheap 
material  {i.e.  cheap  in  comparison  with  gold)  for  in- 
ternal purposes,  and  of  an  equal  value  with  the  gold 
which  it  professes  to  represent.  So  long  as  gold  is 
available  for  the  discharge  of  international  indebted- 
ness at  an  approximately  fixed  rate  in  terms  of  the 
national  currency,  it  is  unimportant  whether  gold  is 
the  national  currency,  and  it  is  unnecessary  to  redeem 
this  internal  currency  in  gold.  Indeed  there  was  a 
saving  of  £26,000,000  from  the  year  1900-1,  when 
the  Gold  Standard  Reserve  was  established,  to  the 
pre-war  year  from  the  use  of  token  coins  in  place  of 
gold.  The  stability  of  our  system  depended  on  (1) 
a  sufficient  reserve  of  rupees  being  held  in  India 
whereby  international  currency  could  be  changed  into 
national  currency,  mainly  rupees  and  notes  redeemable 
in  rupees  ;  and  (2)  a  sufficient  accumulation  of  sterling 
resources  abroad  by  which  national  currency  may  be 
changed  into  international  currency.    When  these 
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conditions  were  fulfilled  the  foreign  exchanges  with 
our  customers  possessing  a  gold  standard  were  main- 
tained at  or  within  the  gold  specie  points.  Although 
under  this  form  of  gold  standard  the  national  currency 
is  not  redeemable  in  gold  except  for  foreign  remit- 
tances, the  system  works  almost  imdistinguishably 
from  a  full  gold  system.  Under  the  full  gold  standard 
gold  may  or  may  not  be  a  large  part  of  the  circulating 
media  of  the  country.  The  great  bulk  of  international 
payments  would  be  discharged  from  the  reserves  of 
banks,  and  convertibility  would  depend  on  the  free 
convertibility  into  sovereigns  at  banks  and  treasuries, 
and  not  on  Government's  readiness  to  sell  for  gold 
bills  payable  in  silver  and  under  certain  conditions 
for  silver  bills  payable  in  gold.  Government  them- 
selves manage  the  currency  machine.  It  is  they  who 
control  the  location,  size,  and  employment  of  the 
reserves  in  the  full  blaze  of  public  criticism  levelled 
in  the  Imperial  Legislative  Council,  the  Press,  and 
elsewhere.  There  is  no  central  or  State  bank  to  play 
the  role  similar  to  that  of  the  Bank  of  England,  which 
is  the  pivot  of  the  English  gold  standard.  Were  there 
a  bank  or  an  amalgamation  of  banks  which  among 
their  other  duties  would  do  the  currency  and  banking 
work  at  present  performed  by  the  Government  of 
India  in  the  Finance  Department,  much  of  the  criti- 
cism would  probably  disappear.  In  the  Indian 
banking  system  there  is  no  bank  comparable  to  the 
Bank  of  England,  the  Bank  of  France,  or  the  Bank 
of  AustraUa  (founded  as  recently  as  1912),  which 
play  a  pivotal  part  in  the  English,  French,  and 
Australian  financial  systems.  The  Governments  of 
these  busy  countries  are  relieved  of  much  trying  and 
difficult  work  in  questions  of  finance,  pure  and  simple, 
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and  as  the  work  is  not  done  by  a  Government  Depart- 
ment coram  publico  but  by  the  banks  themselves, 
little  is  said  or  heard  about  their  financial  operations, 
which,  human  nature  being  what  it  is,  command  the 
utmost  confidence. 

The  Indian  system  of  currency  is  an  improved 
gold  standard,  and  is  frequently  known  as  a  gold 
exchange  standard,  i.e.  a  standard  in  which  the 
national  or  local  currency  is  not  redeemable  in  gold 
except  for  international  dealings,  i.e.  foreign  remit- 
tances are  provided  by  Government  in  gold  at  a 
fixed  maximum  rate  in  terms  of  the  national  or  local 
currency.  In  such  a  system  gold  does  not  circulate 
to  any  appreciable  extent.  The  term  "  gold  exchange 
standard  "  is  somewhat  unfortunate,  since  it  is  diflScult 
for  the  ordinary  mortal  to  fathom  its  real  meaning. 
It  is  doubly  unfortunate  in  that  it  gives  rise  in  some 
men's  minds  to  a  less  satisfactory  and  to  a  less  stable 
form  of  currency  than  the  unique  and  more  expensive 
system  that  obtains  in  the  United  Kingdom.  This 
latter  doubt  has  proved  to  be  illusory,  as  the  system 
of  currency  in  India  to-day  is  cheap,  automatic,  and 
stable.  This  doubt  may  be  illustrated  from  Professor 
Nicholson's  interesting  book  on  War  Finance.'^ 

Professor  Nicholson  writes : 

In  a  review  in  the  Quarterly  Journal  of  Economics,  May  1917, 
Mr.  H.  Parker  Willis,  of  the  Federal  Eeserve  Board,  expresses 
the  opinion,  with  which  I  entirely  concur  .  .  .  the  gold 
exchange  standard  system  is  available  only  for  dependent 
countries.  In  short,  it  is  not  a  monetary  system,  but  a 
connecting  link  between  an  isolated  market  and  the  broader 
market  to  which  it  looks  for  support. 

1  Professor  J.  Shield  Nicholson,  War  Finance,  p.  61  (P.  S.  King 
&  Son,  London). 
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These  remarks  show  a  serious  misconception  of  what 
the  Indian  gold  exchange  standard  is  in  its  actual 
everyday  working,  and  the  suggestion  is  not  only 
misleading  but  even  mischievous  in  regard  to  a  system 
of  currency  which  has  become  and  must  become 
increasingly  popular. 

II 

The  Balances  of  GtOVEKNMent  in  and  outside 

India 

At  this  stage  a  slight  digression  must  be  made  to 
explain,  the  balances  or  reserves  of  Government. 
This  is  a  question  of  paramount  importance  to  the 
working  of  our  currency  system,  the  stability  of  our 
sterling  exchange,  and  thus  to  the  progress  of  Indian 
commerce  and  industry.  The  problem  is  often  a 
tantalising  one  because  we  are  apt  to  forget  two  hard 
facts.  In  the  first  place  these  balances  or  reserves 
are  kept  in  India  in  three  compartments  : 

1.  In  treasuries ; 

2.  In  the  Paper  Currency  Eeserve  ;   and 

3.  In  the  Gold  Standard  Reserve. 

In  London  these  are  also  maintained  in  three  com- 
partments by  the  Secretary  of  State  : 

1.  In  the  Home  Treasury  of  the  Government  of 

India ; 

2.  In   the    London   branch    of   Paper   Currency 

Reserve ;   and 

3.  In  the  London  branch  of  the  Gold  Standard 

Reserve. 
The  Paper  Currency  Reserve  may  temporarily^ 

1  "  During  the  continuance  of  the  present  war  and  for  a  period  of  six 
months  thereafter  "  (Act  XIII,  of  1918). 
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be  kept  in  part  elsewhere  than  in  India  and  London, 
as,  for  example,  on  March  31,  1919,  there  was  silver 
bullion  belonging  to  India  that  had  not  been  shipped 
from  the  United  States,  but  against  which  notes  had 
been  issued  in  India  as  provided  by  law.  Notes  might 
also  have  been  issued  in  India  against  the  deposit  of 
gold  in  the  Dominions,  or  against  gold  and  silver  in 
transit  between  India,  England,  and  the  Dominions. 
But  we  must  not  complicate  matters.  We  may 
neglect  for  the  moment  this  fact  regarding  the  Paper 
Currency  Reserve  and  assume,  an  assumption  which 
is  to  all  intents  and  purposes  correct,  that  our  balances 
or  reserves  are  held  only  in  India  and  in  the  great 
money  market  of  the  world — ^London.  Secondly, 
there  are  transfers  between  these  three  compartments 
not  merely  in  India  or  in  London,  but  between  India 
and  London.  At  first  sight  this  is  apt  to  beAvilder 
and  even  terrify  the  reader,  but  when  analysed  it  is 
clear  that  the  difficulties  are  more  apparent  than  real. 
They  are  not  Chinese  puzzles.  To  understand  the 
manipulation  of  these  balances  is  not  a  case  of  chasing 
rainbows  over  the  mountain-tops. 

The  titles  of  these  balances  indicate  to  some  extent 
the  object  for  which  the  funds  are  required.  In  the 
last  analysis,  however,  these  funds,  balances,  or 
reserves  constitute  one  single  fund,  and  have  not,  in 
theory  or  in  practice,  been  restricted  to  the  objects 
indicated  by  their  names. 

{1)  In  India 

(1)  Firstly,  there  are  the  Treasury  balances.  These 
balances  meet  the  current  expenditure  on  revenue  and 
capital  account  of  the  Imperial  and  Provincial  Govern- 
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ments  in  India.  A  glance  at  the  coloured  map  will 
show  the  distribution  of  these  treasuries  throughout 
the  length  and  breadth  of  India.  These  treasury 
balances  are  not  only  kept  in  district  and  sub-district 
treasuries,  but  are  also  kept  in  the  Presidency  banks 
on  deposit,  and  in  what  are  known  as  Reserve  treasuries 
in  the  three  Presidency  cities  (Calcutta,  Bombay,  and 
Madras)  which  hold  the  balances  in  excess  of  immediate 
requirements.  The  working  balances,  in  addition  to 
meeting  current  expenditure  on  revenue  and  capital 
account  of  the  Supreme  Government  (the  Government 
of  India)  and  Provincial  Governments,  have  to  meet 
(1)  the  expenditure  of  district  and  sub-district  boards, 
and  municipalities  for  which  Government  act  as 
banker  ;  (2)  the  funds  of  Government  savings  banks  ; 
and  (3)  miscellaneous  funds  and  services,  such  as  the 
general  provident  fund,  funds  ia  court,  etc. 

(2)  Secondly,  there  is  the  Paper  Currency  Reserve. 
This  secures  the  convertibility  of  the  currency  notes, 
and  there  is  no  limitation  to  the  locale  of  this  reserve 
in  India.  It  may  be  kept  either  in  currency  ofl&ces 
and  in  the  Controller  of  Currency's  Office,  or  in  what 
are  called  "  currency  chests  "  in  up-country  treasuries 
and  Presidency  bank  branches.  These  currency 
chests  contain  part  of  the  reserve  that  is  held  against 
currency  notes  under  Act  II.  of  1910.  It  is  therefore 
kept  quite  separate  from  the  treasury  balance  and 
treasury  accounts.  Even  in  the  branches  of  Presidency 
banks  (which  do  the  Government  treasury  business) 
the  currency  chest  is  under  the  charge  of  Government 
officers.  Primarily  these  chests  afforded  facilities  to 
the  public  for  exchanging  coin  for  notes  and  notes 
for  coin.  Their  use  as  a  means  of  avoiding  the 
transfer  of  coin  is  now  their  more  important  function. 
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The  ordinary  exchanges  with  the  public  in  regard 
to  notes  are  made  by  the  treasury,  the  currency  chest 
being  used  as  a  reserve  when  the  proportion  of  notes 
or  coin  in  the  treasury  becomes  inconveniently  large. 
If  the  chest  can  give  no  assistance,  the  facilities 
afforded  to  the  public  are  stopped.  Coin  may  be 
taken  out  and  notes  deposited  or  vice  versa,  or  one 
description  of  notes  or  coin  may  be  exchanged  for 
another.  Only  under  orders  of  the  Head  Commis- 
sioner of  Paper  Currency  (the  Controller  of  Currency), 
the  Commissioner  of  Paper  Currency,  or  the  Deputy 
Commissioner  of  Paper  Currency  can  the  total  amount 
in  the  chest  be  altered.  We  shall  see  shortly  below 
how  these  remittances  are  made  in  practice. 

(3)  Thirdly,  there  is  a  fund,  the  Gold  Standard 
Reserve,  for  the  maintenance  of  the  exchange  value 
of  the  rupee  with  the  sovereign.  Since  October  1917 
no  part  of  the  Gold  Standard  Reserve  has  been  held 
in  India.  A  reference  to  this  point  will  be  made  in 
a  subsequent  chapter. 

(2)  Outside  India 

The  following  funds  are  held  outside  India  : 
(1)  Treasury  Funds  "which  are  required  to  meet 
the  liabilities  of  the  Government  of  India  in  London. 
This  includes  not  only  the  Home  charges  on  revenue 
account  (£20,000,000),  but  also  the  expenditure  on 
capital  outlay  of  most  of  the  Indian  railways 
(£6,000,000).!  The  Secretary  of  State  sells  ordinarily 
each  week  Council  drafts  on  Calcutta,  Bombay,  and 
Madras,  and  in  this  way  is  placed  in  funds  to  meet 
such  expenditure. 

'  The  average  figure — ^not  the  figure  for  any  one  year. 
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(2)  A  branch  of  the  Paper  Currency  Reserve.  The 
Indian  Paper  Currency  Act  empowers  the  Secretary 
of  State  to  hold  a  portion  of  the  Reserve  in  the  shape 
of  gold  in  London,  and,  since  the  war,  in  British 
Treasury  Bills,  and  this  enables  demands  for  Council 
drafts  on  India  to  be  met  at  times  when  it  might  be 
inconvenient  or  impossible  to  pay  these  drafts  from 
treasuries.  This  gives  a  certain  elasticity  to  the 
currency  system.  This  system  is  also  useful  in  con- 
nection with  the  purchase  of  sUver,  and,  as  will  be 
shown  later,  as  a  support  to  exchange. 

(3)  The  Gold  Standard  Reserve,  the  object  of 
which  has  already  been  described. 

The  disposition  of  these  balances  before  and  after 
the  war  is  shown  in  the  summary  table  on  following 
page,  which  brings  out  the  striking  changes,  especially 
in  regard  to  our  gold  holdings. 

By  the  manipulation  or  interchange  of  the  balances 
or  reserves  in  India  economy  in  the  movement  of 
specie  is  possible  not  only  in  India  itself,  but  also 
between  India  and  London.  This  economy  in  the 
internal  movement  of  specie  is  an  important  factor  in 
a  country  such  as  India,  which  not  only  is  as  large  as 
Europe  without  Russia,  but  also  lacks  in  many  parts 
the  blessings  of  modern  civilisation,  viz.  easy  and 
rapid  means  of  communication.  Government  play  the 
chief  part  in  the  distribution  of  currency  between  the 
centres  of  trade  and  the  interior  through  their  numer- 
ous treasuries,  sub-district  treasuries,  and  currency 
agencies.  The  treasuries  and  the  Presidency  banks 
(which  undertake  Government  treasury  work  in  those 
districts  in  which  the  bank  has  branches)  receive  the 
revenue  (land  revenue,  excise,  and  other  taxes)  and 
make  disbursements.   A  portion  of  the  treasury  surplus 


n  CURRENCY  SYSTEM  BEFORE  THE  WAR  33 


"      ■s 


m 
o 

■<  « 

O  § 

iz;  o 

P  S 


to  ,« 


entage 
ase  or 
rease 
1919 
1914. 

o 

00  lO  -ri* 

CO 

tH 

■* 

1— I 

lO  ■*  o 

t- 

CD 

lO 

+ 

+ 1- 

.  + 

CO- 

t 

U  w  O        bi 

(N 

ss^ag 

+ 

P<.S        5 

cc 

00  (M  Oi 

o 

CD 

cq 

o 

CO 

<C  CD  1— 1 

CO 

.— 1 

CD 

1-1 

o 

lO  CO  |> 

•    •  t> 

O 

CO_ 

Ol 

iH 

CO 

r-TrH    iC 

■  oT 

CD*" 

.-T 

1 

CO 

M 

CT  ^  CO 

(N 

^ 

o 

'^  O  CD 

CO 

^ 

o 

*§ 

00 

•o 

Oi  W5  eo 

to 

lO 

C5 

-rH   CO   05 
I>  00  o 

■  -z^ 

O 

CD 

CO 
00 

H 

(M 

r-<   TtH 

CM 

.— 1 

00  l>  M 

o  o  >o 

W3 

t-. 

-^ 

■* 

00  lO  CO 

O  (N  CO 

<N 

t^ 

rH 

t^ 

CD  O  CO 

O  CO_rW 

CO 

s 

CO 

CO  ^  Oi 

■^■^"t-^ 

lO* 

M 

^  (N 

IN 

« 

lO 

(N  a' 

o 

CD 

IN 

a 

1— t 

.  00  oa 

.      .  CO 

00 

Oi 

t^ 

05 

.    .  t- 

O^ 

00 

-# 

ffi. 

CO 

n 

lO 

(N 

* 

CO 

>a 

O  OS 

CO 

o 

o 

jS 

00 

(M 

.  ICi  ^ 

.    .  to 

o 

to 

dj 

•o 

Ci 

CD 

.   Tt<  CO 

•    ■  "*- 

o 

■* 

1 

C8 

iH 

o" 

tH" 

00 

CO 

^ 

CO 

IN 

CO 

O  CD 

O  lO 

lO 

o 

-*" 

CO 

O  CO 

<M  CO 

(N 

<N 

tH 

F— 1 

•  ,-i  CD 

■    CO   l-H 

■* 

iH 

00 

*  co^m" 

■    ■*    1> 

o 

c» 

00  o  o 

o 

CB 

CD  00  <M 

00 

CO 

lO  »o  t^ 

iO 

OS 

r-! 

(> 

^"^"o 

i-t 

CO 

(N    -H    ,-( 

p— 1 

« 

tH  O  l> 

o 

-"i 

CO 

IM 

<rs  o  CD 

o 

P 

■s 

CO 

>-H  en  CD 

a> 

Iz; 

E* 

1— 1 

to 

!>  I>CD 

t-^ 

i-t 

•— ( 

I— 1 

00 

00  t-  l> 

^ 

t^ 

"*' 

o 

00  to  CD 

»o 

<© 

CO  O  CD 

a 

O 

rH 

>o 

CO  tjTcd" 

1-H    —< 

■* 

TJh" 

.       .       .   -4^ 

ce 

o 

13 

1^. 

■  J 

r 

rities . 
place 

o 

a 

1 

^      'a 

03  Ti 

CC  O  02 

'  Silve 
Gold 

,   Seou 
Cash 

^ 

1  Gold  in  Pap 
erve  and  Gol 
erve  . 

1 

aper 
rrenoy  - 
serve 

lid 

idard 

erve 

o    a    ca 

H 

iii 

D 


34        INDIAN  FINANCE  AND  BANKING     chap. 

may  be  transferred  to  the  local  ciKrency  chests,  a 
corresponding  amount  being  transferred  from  another 
currency  chest  to  Treasury,  or  at  headquarters  from 
the  Currency  Reserve  to  the  Reserve  Treasury.  Trans- 
fers through  the  Currency  Department,  or  in  the 
parlance  of  the  Finance  Department,  "  through 
Currency,"  are  the  recognised  means  by  which  the 
requirements  of  trade  are  met.  These  are  simple  and 
convenient.  A  large  firm,  for  example,  in  Calcutta 
may  desire  in  a  district  headquarters  where  there  is 
no  branch  of  a  Presidency  bank,^  say  Mymensingh, 
a  lakh  of  rupees  to  pay  for  jute.  This  firm  pays  the 
amount  into  Currency  in  Calcutta  plus  a  small 
premium.  Next  day  or  on  the  same  day  the  tele- 
graphic transfer  purchased  by  the  firm  is  honoured 
from  the  currency  chest  in  Mymensingh,  the  amount 
being  made  over  there  to  the  firm's  agents.  Similarly 
a  firm  in  Bombay  pays  20  lakhs,  either  direct  into  the 
Currency  Office  or  through  the  Bank  of  Bombay,  an 
adjustment  in  the  latter  case  being  made  in  the 
Currency  Office  by  the  transfer  of  an  equivalent 
amount  from  Treasury  to  Currency.  A  receipt  is 
given,  and  20  lakhs  of  rupees  are  paid,  usually  in  notes 
from  Currency  in  Calcutta.  There  was  in  these  cases 
no  movement  of  specie  by  rail  from  Calcutta  to 
Mymensingh  or  from  Bombay  to  Calcutta.  The  tele- 
graph was  sufficient. 

Except  where  treasuries  are  managed  by  the 
Presidency  banks.  Government  keep  their  own  cash 
balances.  Notwithstanding  the  economy  in  the 
transfer  of  specie,  lakhs  of  rupees  are  sent  up-country 

*  Government  do  not  give  transfers  on  towns  where  there  is  a  branch 
of  a  Presidency  bank,  as  the  bank  itself  would  give  the  transfer,  and  Grovem- 
ment  do  not  compete  with  the  bank  which  does  their  treasury  work. 
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from  the  ports  every  year  to  move  tlie  wheat  and 
seed  crops  of  Northern  India,  the  jute  and  rice  crops 
of  Bengal,  the  cotton  crop  of  Bombay  and  the  Central 
Provinces,  the  rice  crop  of  Burma,  and  the  cotton 
and  ground-nut  crops  of  Southern  India.  A  portion 
of  the  circulating  medium  is  stored  away  or  converted 
into  ornaments  by  the  peasant,  while  the  main  portion 
returns  to  Government  treasuries  in  payment  of  land 
revenue  and  other  taxes,  to  the  tills  at  railway  stations, 
and  to  the  all  too  few  branch  banks.  From  these  the 
currency  gradually  flows  back  to  the  ports  when  the 
Secretary  of  State's  Council  drafts  are  met.  By  means 
of  drafts  on  the  Government  of  India,  Council  Bills 
and  T.T.  (Telegraphic  Transfers),  facilities  are  given 
for  remitting  funds  to  India  in  order  to  assist  in 
hquidating  the  favourable  balance  of  trade.  The 
drafts  are  sold  weekly  on  Tuesdays  at  the  Bank  of 
England  to  the  Exchange  banks  and  large  firms. 
These  find  their  way  on  arrival  in  Calcutta,  Bombay, 
or  Madras  to  the  Presidency  banks,  at  which  payment 
is  made  from  the  surplus  balances.  Outside  the 
Paper  Currency  Reserve  there  is  no  large  excess  or 
surplus  stock  of  rupees  to  provide  for  immediate 
demands  such  as  the  increased  demands  for  rupees 
for  trade  purposes.  This  rupee  balance,  therefore,  in 
the  Paper  Currency  Reserve  is  closely,  sometimes 
anxiously,  watched  by  the  currency  sentinels  in  the 
Finance  Department  of  the  Government  of  India, 
since  this  is  the  barometer  which  indicates  when  fresh 
coinage  is  required.  Although  Council  drafts  are 
limited  only  by  the  resources  available  in  India,  there 
was  a  standing  notification  before  the  war  that  Council 
bills  would  be  sold  in  unlimited  amoimts  at  a  maxi- 
mum rate  of  Is.  4jd.  per  rupee.     The  cost  of  sending 
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gold  to  India  was  not,  of  course,  constant,  but  on  the 
average  the  cost  of  freight,  insurance,  and  the  loss  of 
interest  did  not  exceed  Jd.  and  at  times  was  less  than 
Jd.  per  rupee.  If  the  Secretary  of  State  refused  to 
sell  freely  at  Is.  4jd.  per  rupee  gold  flowed  into  India 
and  was  changed  into  rupees.  When  London  was  a 
free  market  for  gold  the  upper  limit  to  the  fluctuations 
of  exchange  was  automatic,  and  independent  of  the 
Secretary  of  State's  action.  In  such  a  period  of  fall- 
ing exchange  as  in  the  crisis  of  1907-8,  when  the 
rupee  was  tending  to  fall  below  Is.  4d.,  the  cost  of 
remitting  sovereigns  from  India  was  in  the  neigh- 
bourhood of  Jd.  per  rupee,  but  the  Government  of 
India  were  not  bound  to  give  sovereigns  for  rupees, 
so  there  was  no  automatic  lower  limit.  As  in  1908 
gold  bills  (Reverse  drafts)  on  the  Secretary  of  State 
were  sold  at  Is.  3||d.  The  fact  that  the  Government 
of  India  decided  on  such  a  policy,  viz.  to  support 
exchange  to  the  full  extent  of  their  resources,  inspired 
confidence  and  so  reduced  the  demand  for  drafts  at 
a  time  of  financial  stringency,  the  period  when  a 
feeling  of  panic  is  always  liable  to  occur.  It  is 
interesting  to  note  the  two  results  that  followed  from 
the  sale  of  these  gold  biUs  on  London.  In  the  first 
place,  the  amount  of  the  bills  sold  in  India  and  paid 
out  of  the  reserves  in  London  was  the  equivalent  of 
an  increase  in  exports,  and  this  tended  to  strengthen, 
if  not  to  maintain  exchange.  Secondly,  as  Govern- 
ment withdrew  the  proceeds  of  the  sales  of  these 
bnis  which  they  placed  in  their  balances  in  India, 
they  withdrew  rupees  from  circulation  and  contracted 
the  currency.  This  tended  to  increase  exports  by 
lowering  prices  and  to  diminish  imports. 

We  have  said,  perhaps,  enough  for  the  present 
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regarding  the  beautiful  elasticity  of  our  currency- 
system.  We  need  only  add  that  the  stability  of 
exchange,  as  experience  has  taught  us  in  1908  and 
1918,  depends  upon  a  sufficient  reserve  of  coined 
rupees  in  our  balances  to  convert  international 
currency  into  Indian  currency,  and  also  upon  a 
sufficient  reserve  of  sterling  resources  in  gold,  of  very 
liquid  resources  in  the  form  of  money  at  call,  and  a 
certain  amount  of  liquid  resources  in  the  form  of 
investments. 

Ill 

Rupee  Coinage  before  the  War 

There  was  no  coinage  of  gold  at  the  Indian  Mints 
before  the  war,  and  for  more  than  a  quarter  of  a 
century  {i.e.  since  1893)  the  Mints  had  been  closed 
to  the  unrestricted  coinage  of  silver.  Although  there 
was  no  restriction  upon  the  import  of  silver,  it  could 
not,  as  the  Mints  were  closed  to  the  free  coinage  of 
silver,  be  taken  to  the  Mints  and  coined  into  rupees. 
If  imported  on  private  account  it  was  sold  either 
to  Government  for  coinage  or  to  bullion  dealers  for 
the  arts,  mainly  for  conversion  into  jewellery.  Silver 
for  coinage  was  ordinarily  imported  on  Government 
account.  The  issue  of  rupees  from  the  Mints  was  as 
automatic  as  before  the  closing  of  the  Mints.  Coinage 
depended  entirely  on  the  response  of  trade  demands, 
i.e.  rupees  were  coined  in  payment  of  Council  drafts, 
or  in  order  to  exchange  at  the  currency  offices  for 
gold  coin.  The  Secretary  of  State  sold  his  drafts  on 
India  to  meet  his  own  requirements  and  the  require- 
ments of  trade,  while  the  Government  of  India  met 
these  drafts  from  the  supply  of  coined  rupees  in 
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India.  Before  the  war  not  a  single  rupee  was  issued 
and  put  into  circulation  in  India  except  on  demand, 
either  for  the  payment  of  Council  drafts  or  for  issue 
in  exchange  for  gold,  the  two  main  ways  in  which 
the  circulation  of  rupees  could  be  increased.  In 
neither  of  these  cases  could  the  issue  of  rupees  be 
refused.  Coinage  operations  in  the  period  preced- 
ing the  outbreak  of  war  were  so  organised  that  24 
crores  of  rupees  in  the  Paper  Currency  and  Gold 
Standard^  Reserves  were  held  at  the  beginning  of 
the  busy  season  (on  November  1),  and  coinage  was 
so  regulated  that  in  a  year  of  heavy  absorption 
there  would  be  18  crores  left  in  the  Reserve  on 
May  1  {i.e.  at  the  end  of  the  busy  season)  and 
24  crores  on  the  same  date  in  a  normal  year.  Stan- 
dards were  formulated  so  that  coinage  might  be 
undertaken  automatically,  or  stopped  according  to 
a  change  in  conditions  during  the  year.  A  pro- 
gramme was  arranged  for  the  season  as  a  whole,  the 
position  was  reviewed  from  month  to  month,  and 
coinage  arranged  for  in  the  light  of  this  examination. 
The  Secretary  of  State  (who  does  the  buying  of  the 
silver)  thus  received  timely  warning.  As  long  ago 
as  1904  a  weekly  statement  was  submitted  to  the 
Government  of  India  by  their  chief  currency  ofl&cer, 
showing  the  balances  of  silver  coin  in  the  Reserve, 
the  balances  of  bullion  in  the  Mints,  and  on  its  way 
to  the  Mints,  with  probable  dates  of  arrival,  the  time 
which  would  be  taken  to  coin  that  bullion  working 
at  full  strength,  and  the  probable  absorption  of 
rupees  in  the  next  quarter,  based  upon  the  average 
absorption  of  that  quarter  for  the  previous  three 
years.     This  was  introduced  to  regulate  the  additions 

'  There  is  now  no  silver  holding  in  the  Gold  Standard  Reserve. 
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to  currency  closely  in  accordance  with  the  actual 
requirements  of  the  particular  season  of  the  year. 
Even  if  the  forecast  of  Government  was  not  absolutely 
correct  and  more  rupees  happened  to  be  coined  than 
were  immediately  required,  all  that  occurred  was  that 
these  rupees  remained  in  the  reserves  or  coffers  of 
Grovernment  until  demanded  for  actual  circulation, 
i.e.  in  payment  of  Council  drafts  or  in  exchange  for 
gold.    We  might  even  go  further  and  say  that  no 
interest  was  lost  even  in  such  a  hypothetical  case 
as  overcoinage  because,  if  the  silver  had  not  been 
purchased  and  coined,  it  would  have  been  in  the 
form  of   ear-marked  gold  belonging   to  the   Paper 
Currency  Reserve  in  the  Bank  of  England.       This 
"  ear-marked  "  gold  does  not  appear  in  the  Bank  of 
England's   accounts.     It    earns   no  interest    and   is 
merely  in  safe  deposit.     Hence  the  Government  of 
India,  if  they  happen  to  be  holding  a  stock  of  rupees 
for  an  emergency,  cannot  be  charged  with  foregoing 
a  large  amount  of  interest  that  they  might  otherwise 
have   earned.     To   say   that   Government   suddenly 
lost  their  head  and  plunged  into  the  coinage  of  rupees 
was  the  purest  rodomontade.     The  issue  of  rupees 
was  dependent  entirely  on  the  demands  of  trade  and 
was  completely  automatic.     If  the  trade  overesti- 
mated its  requirements,  the  rupees  came  back  to 
Government  and  were  converted  into  international 
currency,   if  required,   i.e.   into   gold   or  gold   bills 
(Reverse   drafts).    Those   who   close   their   eyes   to 
these  facts  and  prate  of  a  redundancy  of  rupees 
skate  over  the  difficulties  of  the  problem  with  un- 
convincing lightness  and  agility.     They  fail  to  see 
that  no  more  rupees  have  been  kept  in  the  Govern- 
ment reserves  than  were  necessary,  and  coinage  in 
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anticipation  of  requirements  was  not  greater  than 
was  absolutely  required.  We  feel  inclined  to  treat 
those  financial  Hotspurs  who  leap  to  hasty  conclu- 
sions and  aver  that  the  coinage  of  rupees  was  faulty, 
and  led  even  to  redundancy  in  the  ofiensive  sense  of 
the  term,  Uke  the  mimic  and  acrobat  in  the  Republic 
of  Plato : 

We  will  fall  down  and  worship  him  as  a  sweet  and  holy 
and  wonderful  being ;  but  we  must  inform  him  that  in  our 
state  such  as  he  are  not  permitted  to  exist ;  the  law  will  not 
allow  them.  And  so  when  we  have  anointed  him  with  myrrh 
and  set  a  garland  of  wool  upon  his  head,  we  shall  send  him 
away  to  another  city. 

IV 

An  Increase  anb  Decrease  in  the  Circulating 

Medium 

When  the  exchanges  were  favourable  gold  and 
funds  in  the  shape  of  Council  drafts  flowed  freely 
into  this  country,  and  an  increase  in  the  circulation 
of  legal  tender  money  was  the  natural  concomitant 
of  this  expansion  in  trade.  In  the  section  on  coinage 
we  saw  that  the  circulation  was  increased  by  (a)  the 
import  of  gold  ;  (sovereigns,  if  imported  for  currency, 
were  ordinarily  presented  at  currency  oflices  for 
conversion  into  rupees,  or  notes,  or  both,  the  rupee 
balance  always  being  kept  at  a  suitable  level  by  the 
fresh  coinage  of  rupees  on  the  part  of  Government 
to  meet  the  trade  demands) ;  (b)  the  import  of  funds 
(Council  drafts).  These  Council  drafts  were  paid 
usually  from  "  Treasury  ".  or  from  "Currency"  in 
India. 

When  exchange  tended  to  become  unfavourable 
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owing  to  a  failure  of  the  monsoon  or  a  commercial 
crisis,  exports  fell  oH,  and  it  became  profitable  to 
export  gold  or  (more  frequently)  gold  bills  on  London 
(Reverse  drafts).  Internal  circulation,  therefore, 
apart  from  the  normal  demands  for  hoarding  (includ- 
ing jewellery  which  was  only  partially  supplied  from 
currency),  was  by  this  means  diminished,  and  the 
proceeds  obtained  from  the  sale  of  Reverse  drafts 
were  locked  up  in  Government  cofiers  until  values 
readjusted  themselves  and  a  demand  for  currency 
again  arose. 

An  increase*  in  circulation  sometimes  occurred 
from  the  return  of  gold  and  rupees  from  hoards  into 
active  circulation.  If  the  metallic  currency  flowed 
into  Government  balances  or  reserves,  and  was  there 
locked  up,  the  circulation  decreased.  This  was 
especially  the  case  during  a  period  of  scarcity  or 
famine.  In  the  year  ending  March  31,  1915,  owing 
chiefly  to  the  commercial  stagnation  after  the  first 
alarms  of  war,  nearly  seven  crores  of  rupees  and  three 
crores  of  notes  returned  from  absorption,  i.e.  from 
hoards  and  circulation.  These  amounts,  however, 
did  not  go  into  active  circulation,  but  into  Treasury 
balances,  and  the  circulation  of  rupees  in  1914,  as 
will  be  seen  from  the  statistics  of  rupee  circulation, 
fell  by  four  crores  or  2  per  cent  of  the  circulation 
of  the  previous  year,^  while  notes  fell  by  3  crores  or 
6  per  cent  of  the  net  circulation  on  the  last  day  of 
March  1915. 

Currency  in  circulation  was  increased  but  to  a 
small  extent  by  the  net  import  (imports  minus  exports) 
of  rupees  and  sovereigns.  The  net  import  of  sovereign 
has  already  been  referred  to.     If  the  sovereigns  went 

1  Vide  Table  No.  16. 
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straight  into  circulation  and  were  neither  converted 
at  the  currency  offices  into  notes  or  rupees  nor  hoarded, 
the  circulation  increased.  Both  in  the  sea-borne  and 
land  frontier  trade  there  was  a  net  export  of  rupees. 
In  the  last  five  war  years,  in  addition  to  a  rupee 
coinage  of  R.  106  crores  (£71,000,000),  there  was  a  net 
import  of  R.  39  crores  (£26,000,000)  of  gold,  of  which 
R.  14  crores  (£9,000,000)  were  in  sovereigns.  In  the 
same  period  gold  was  absorbed  either  for  hoards,  the 
melting-pot,  or  circulation  to  the  extent  of  R.  56 
crores  (£38,000,000).  In  the  same  period  the  net 
exports  of  rupees  in  the  sea-borne  trade  were  R.  898 
lakhs  or  an  annual  net  export  of  R.  180  lakhs. 

To  turn  now  to  the  increase  and  decrease  of  currency 
in  circulation  by  means  of  increasing  or  decreasing 
the  branches  of  the  reserves  either  in  London  or  in 
India.  Let  us  take  in  the  first  place  investments 
on  behalf  of  the  Paper  Currency  Reserve  which  may 
be  made  in  India  or  in  London.  Investments  were 
made  by  the  Secretary  of  State  out  of  funds  at  his 
disposal,  ordinarily  from  Treasury  funds.  If  he  in- 
creased his  investments  in  the  Paper  Currency  Reserve, 
a  reverse  transfer  on  receipt  of  advice  of  such  invest- 
ments was  made  in  this  country  from  Currency  (the 
Paper  Currency  Reserve)  to  Treasury  (Treasury 
balances)  of  an  amount  equivalent  to  that  invested 
in  London.  In  other  words,  currency  notes  were  made 
over  to  Treasury  in  India.  This  had  the  effect  of  in- 
creasing the  note  circulation  and  therefore  the  total 
currency  in  circulation  in  India.  The  effect  on  the 
Treasury  position  was  to  transfer  funds  from  London 
to  India.  If  the  Secretary  of  State  met  his  require- 
ments by  withdrawing  gold  from  his  Gold  Standard 
Reserve  or  Paper  Currency  Reserve,  the  Government 
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of  India  would  simultaneously  make  a  transfer  from 
Treasury  to  the  corresponding  Reserve  (the  Gold 
Standard  Reserve  or  the  Paper  Currency  Reserve). 
There  was  a  decrease  in  circulation  in  India.  The 
net  result  on  the  Treasury  position  was  a  transfer  of 
funds  from  India  to  London.  In  the  case  of  invest- 
ments in  India  the  procedure  was  somewhat  as  follows. 
Let  us  suppose  that  an  increase  in  the  investments 
was  decided  on  in  India,  say  in  Calcutta,  as  it  was  in 
that  city  the  investments  were  usually  made.  If 
the  invested  portion  of  the  Paper  Currency  Reserve 
were  increased  by  R.  50  lakhs,  a  transfer  would  be 
made  of  R.  50  lakhs  from  Currency  to  Treasury,  and 
the  equivalent  in  investments  (Government  Promissory 
notes)  placed  in  the  Paper  Currency  Reserve.  If 
the  Secretary  of  State  sold  part  of  the  invested  portion 
of  the  Paper  Currency  Reserve  in  London,  he  could 
ear-mark  gold  for  the  Paper  Currency  Reserve  (in 
London),  and  in  India  the  note  circulation  would 
not  be  reduced,  but  the  total  metallic  portion  of  the 
Paper  Currency  Reserve  would  be  strengthened.  The 
Secretary  of  State  could  also  place  the  proceeds  to 
Treasury  balances  or  to  the  Gold  Standard  Reserve 
in  London,  corresponding  payments  in  the  opposite 
direction  being  made  in  India.  If  investments  in 
the  Paper  Currency  Reserve  were  reduced  in  India 
Government  would  realise  the  investments  and  pay 
the  proceeds  into  the  Paper  Currency  Reserve,  retiring, 
of  course,  the  notes. 

Lastly,  with  reference  to  the  design  of  our  coinage 
iu  this  period.  If  a  criticism  might  be  made  it  is 
that  everything  is  apt  to  be  sacrificed  to  convenience 
and  there  is  little  artistic  beauty  in  the  coins.  The 
nickel  pieces  are  a  striking  example  of  this.     The 
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coins  are  extremely  convenient  and  difficult  to  counter- 
feit. But  that  is  perhaps  all.  They  are  rigid  in 
outhne  and  ugly  in  design,  lacking  all  the  beauty  of 
line,  the  intellectuality,  the  grandeur,  and  mastery 
of  technique  possessed  by  Oscar  Roty,  Chaplain, 
Dupuis,  Dubois,  Botee,  and  others.  We  are  in  this 
country  living  in  an  inartistic  age,  as  Sir  Rabindra- 
nath  Tagore  would  say.  We  require  something 
of  the  spirit  of  Benedetto  Pistrucci,  who  designed 
St.  George  and  the  Dragon  on  the  English  sovereign. 
It  was  Gibbon  who  said  in  his  masterpiece  that  if 
all  the  historians  were  lost,  medals  and  inscriptions 
would  be  sufficient  to  record  the  travels  of  Hadrian. 
Some  future  historian  of  India,  should  the  records  of 
this  period  be  few  and  far  between,  might  possibly 
be  inclined  to  conclude  from  our  coinage  that  this 
was  a  period  of  great  commercial  development  of 
high  jute  and  cotton  mill  profits,  a  period,  in  short, 
when  commerce  flouted  completely  the  artistic  spirit. 


CHAPTER  III 

THE  INDIAN  CXIRRENCY   SYSTEM  IN  WAR  TIME 
I 

The  Two  War  Periods 

We  now  take  up  the  recital  of  the  main  incidents 
during  the  remarkable  period,  1914  to  1919.  We 
propose  to  answer  three  questions  :  (1)  What  has 
been  the  effect  of  the  war  on  the  Indian  Currency 
system  1  (2)  What  are  the  reasons  for  the  rise  in 
exchange  ?  and  (3)  What  are  the  probable  diflftculties 
to  be  guarded  against  in  the  near  future  as  a  result 
of  this  rise  in  exchange  and  in  the  gold  price  of  silver  ? 
It  is  imnecessary,  perhaps,  to  emphasise  that  our 
system  of  currency,  like  that  of  other  countries,  is  not 
on  an  absolutely  permanent  basis,  and  in  our  opinion 
never  will  be  on  such  a  basis.  We  have,  therefore, 
especially  after  a  great  war,  to  be  prepared  for 
difficulties  which  may  have  to  be  encountered  from 
time  to  time.  This  war  period  divides  itself  con- 
veniently into  two  parts  :  (1)  a  period  of  dislocation 
extending  from  the  outbreak  of  war  to  the  early 
autumn  of  1915  ;  and  (2)  a  period  of  revival  and  of 
great  vigour  in  production  which  began  in  the  autumn 
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of  1915.  This  latter  period  is  the  period  of  the  rise 
in  exchange  and  of  the  rise  in  the  gold  price  of  silver 
by  as  much  as  144  per  cent.^  We  shall  postpone  to 
Chapter  VII.  the  vexed  question  of  inflation. 

II 

Period  I.— 1914  to  1915 

The  internal  currency  position  in  the  first  of  these 
two  periods  was  not  free  from  anxiety  owing  to  a 
vague  and  unwarranted  sense  of  insecurity  among 
the  uneducated  masses  and  even  among  some  literate 
classes,  notably  Marwaris.  Some  of  these  Marwaris, 
preferring  the  ease  of  their  own  home  to  the  apparent 
insecurity  of  the  market-place,  went  ofE  for  a  time 
with  their  valuables  to  Rajputana.  "  Business  as 
usual "  was  not  their  maxim.  Steps  were  taken  to 
prevent  dissipation  of  gold  by  notifying  that  gold 
would  be  issued  to  no  person  or  firm  to  a  less  extent 
than  £10,000.  This,  it  was  thought,  would  in  a  rough- 
and-ready  way  separate  remittances  for  foreign  ex- 
change from  local  requirements,  including  hoarding. 
Various  individuals  and  firms,  however,  clubbed 
together  to  make  the  minimum  demand.  It  was 
therefore  decided  on  August  5,  1914,  to  refuse  the 
issue  of  gold  altogether  to  private  persons.  In  the 
fijst  four  days  of  August  Government  paid  out  in 
gold  no  less  than  £1,800,000.  In  addition  to  this 
scramble  for  gold  there  was  a  run  on  the  deposits  in 
the  Post  Office  savings  banks.  This  was  equivalent 
to  a  run  on  Government  treasury  balances,  since  these 

^  The  average  price  of  silver  per  standard  ounce  in  London  during 
September  and  October  1915  was  23id.  The  quotation  of  May  10,  1919 
was  58d.,  a  rise  of  144  per  cent. 
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deposits  are,  as  in  the  United  Kingdom,  unfunded 
and  treated  as  part  of  tlie  Government  balances. 
From  the  second  week  of  August  large  withdrawals 
from  these  Post  Office  savings  banks  took  place,  and 
during  August  and  September  there  was  a  net  decrease 
of  six  crores  or  the  equivalent  of  25  per  cent  of  the 
deposits  at  the  beginning  of  August  (R.  24 J  crores). 
These  balances  fell  to  R.  14,89  lakhs  by  the  end  of 
March  1915.^  Prompt  measures  were  taken  to  meet 
all  claims,  and  confidence  was  soon  restored.  As  the 
Finance  Member  remarked,  it  was  interesting  to  see 
how  our  enemies  viewed  the  position  at  this  time, 
since  a  number  of  German  prisoners  at  Ahmednagar 
themselves  opened  accounts  with  the  Government 
savings  banks.  In  Bombay  and  to  a  less  extent  in 
Burma  and  in  the  Punjab,  there  was  also  an  abnormal 
demand  for  the  conversion  of  currency  notes  into 
rupees.  Out  of  R.  4J  crores  of  notes  cashed  in  India 
(including,  of  course,  Burma)  during  August  and 
September  1914,  R.  2|  crores  were  cashed  in  the 
Bombay  Presidency.  The  encashment  in  Burma 
and  in  the  Punjab,  unlike  that  in  Bombay,  was  due 
as  much  to  the  special  trade  conditions  of  the  year  as 
to  lack  of  confidence.  Steps  were  taken  to  check 
any  uneasiness  by  instructing  treasuries  to  meet 
promptly  and  as  far  as  possible  all  demands  for  en- 
cashment, and  a  large  number  of  notes,  especially 
in  Bombay  and  in  the  Punjab,  were  cashed  in  this 
way.     Notes,  it  will  be  remembered,  are  encashable 

^  The  increase  in  these  deposits  since  this  date  is  interesting  : 
March  31,  1916    .  .  .  .     R.  15,32  lakhs. 

1917  .  .  .  .     R.  16,60     „ 

1918  .  .  .  .     R.  16,59     „ 

1919  .  .  .     R.  18,83     „ 

The  level  on  March  31,  1919  was  still  19  per  cent  below  the  pre-war 
level  (R.  23,17  lakhs). 
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as  of  right  under  certain  conditions  only  at  the  seven 
currency  offices,  and  not  at  treasuries.  The  run  was 
of  comparatively  short  duration,  as  will  be  seen  by 
the  following  statement  of  the  active  note  circulation 
{i.e.  excluding  notes  held  in  Reserve  and  other  Govern- 
ment treasuries  and  in  the  Head  Offices  of  the 
Presidency  banks)  on  31st  March  : 


1914 
1915 
1916 


.  R.  49,97  lakhs. 
.  R.  43,96  „ 
.  R.  53,19  „ 


1917 
1918 
1919 


R.  67,08  lakhs. 
R.  84,30  „ 
R.  1,33,58   „ 


The  strengthening  of  the  cash  resources  of  the 
Post  Office  savings  banks  and  treasuries  and  also  of 
the  Government  deposits  with  branches  of  the  three 
Presidency  banks  was  an  added  strain  on  Government 
balances.  In  view  of  this,  such  balances  could  not 
be  economically  mobilised  at  th^  chief  commercial 
centres. 

Next  with  regard  to  the  external  aspect  of  the 
currency  during  this  period.  Government  under- 
took to  support  exchange  by  all  the  means  in  their 
power.  This  was  a  policy  recommended  by  the 
Chamberlain  Commission  on  Indian  Finance  and 
Currency,  the  report  of  which  had  only  been  issued 
a  few  months  previous  to  the  outbreak  of  hostilities, 
and  had  not  included  in  its  purview  such  a  catastrophe 
as  a  world  at  war.  Sterhng  bills  or  reverse  drafts 
were  offered  for  sale  up  to  a  maximum  limit  of 
£1,000,000  a  week  until  further  notice.  This  was  an 
innovation  on  previous  policy.  In  the  crisis  of  1907 
and  1908  the  exact  amount  had  not  been  settled 
before  each  successive  weekly  sale,  and  the  possible 
apprehension  that  the  drafts  might  be  reduced  in  the 
following  week  with  the  consequent  speculative  com- 
petition was  thus  avoided.     The  amounts  sold  on 
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similar  occasions  in  1907  and  1908  were  only  £500,000 
and  occasionally  £1,000,000  a  week.  From  August 
1914  to  January  1915  it  was  necessary  to  have  weekly 
sales.  In  June  1915  these  sales  had  to  be  resumed 
for  three  months  until  the  demand  for  Council  drafts 
recommenced.  In  order  to  afford  immediate  remit- 
tance the  system  of  selling  telegraphic  transfers  was 
introduced  concurrently  with  the  sale  of  bills.  It 
was  also  arranged  that  bills  should  be  payable  in 
London  sixteen  days  after  the  departure  of  the  weekly 
mail.  The  uncertainty  of  the  delivery  of  the  bills  in 
London  was  by  this  means  eliminated.  In  August 
1914,  it  may  be  noted,  the  balances  in  London  and 
in  India  were  high,  and  well  able  to  stand  the  coming 
strain.  Treasury  balances  had  swollen  and  the 
amount  of  gold  in  London  and  in  India  totalled 
£23,500,000,  of  which  nearly  £5,000,000  was  in  the 
Gold  Standard  Reserve  and  the  rest  mainly  in  the 
Paper  Currency  Reserve.  The  Secretary  of  State 
had  also  in  the  Gold  Standard  Reserve  considerable 
parcels  of  short-term  securities,  some  of  which  were 
about  to  mature.  Following  the  recommendation  of 
the  Chamberlain  Commission,  the  Gold  Standard 
Reserve  was  strengthened  by  the  exchange  of  R.  6 
crores  (or  £4,000,000  sterling)  for  an  equivalent  sum 
of  gold  from  the  Paper  Currency  Reserve. 

The  chief  points  during  the  first  year  of  war  in  the 
working  of  the  currency  system  were :  (1)  the  un- 
qualified assurance  of  Government's  determination  to 
support  exchange  ;  (2)  the  stopping  of  the  issue  of 
gold  to  private  persons  ;  (3)  the  strengthening  of  the 
Gold  Standard  Reserve  by  replacing  the  rupees 
(previously  held  in  the  Indian  branch  of  that  Reserve) 
by  gold  to  the  extent  of  £4,000,000,  which  was  obtained 
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from  the  Paper  Currency  Reserve  in  excliange  for 
6  crores  in  rupees  ;  (4)  an  equivalent  increase  in  the 
fiduciary  portion  of  the  Paper  Currency  Reserve  by 
£4,000,000 ;  and  (5)  the  adoption  of  measures  to 
facilitate  and  extend  the  use  of  currency  notes.  The 
inherent  strength  of  the  Indian  currency  machine 
was  brought  to  the  test  in  this  period.  There  was  no 
sudden  tumble  in  exchange  in  the  manner  that  had 
sometimes  been  forecasted  during  the  alarms  of  war. 
All  obligations  were  met  without  any  extraordinary 
measure  of  assistance  from  outside  sources.  The 
stability  of  the  rupee  was  maintained,  and  at  no  time 
was  it  necessary  to  have  recourse  either  to  the  ex- 
pedient of  a  moratorium,  or  to  the  inconvertibility  of 
the  note  issue  as  in  several  other  countries,  notably 
France  and  Germany. 

Ill 

Period  II.— 1915  to  1919 

(1)  The  Causes  of  the  Rise  in  Eocchange 

The  history  of  the  second  period  is  by  no  means 
commonplace  or  jogtrot.  It  is  extremely  interesting 
and  big  with  events  of  great  importance.  In  the 
first  place,  there  was  a  persistent  demand  for  India's 
products  (at  good  prices)  and  also  for  services.  There 
was  also  a  contraction  in  imports  concurrently  with 
an  increase  in  exports.  Over  and  above  all  this  there 
occurred  a  catastrophic  change  in  the  movement  of 
gold  and  silver.  We  were  unable  to  obtain  our  usual 
share  of  the  precious  metals,  and  this  led,  as  we  shall 
see,  to  a  change  in  the  financial  relations  between 
India  and  countries  abroad.     It  resulted  in  an  appreci- 
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ating  value  of  the  rupee  in  the  international  exchanges. 
Our  customers  abroad  were  unable  to  follow  their 
peace-time  methods  of  paying  for  Indian  exports,  viz. 
by  exporting  goods  or  treasure  to  India  in  suflB.cient 
quantities  to  liquidate  the  balance  of  trade  which  in 
normal  times  is  largely  in  favour  of  India.     Custom, 
as  we  have  shown  with  tiresome  iteration  elsewhere, 
could  not  be  changed  suddenly,  and  the  lack  of  the 
precious   metals   thus   led   to   currency   difl&culties. 
From  time  immemorial  India  has  demanded  gold,  or, 
as  one  writer  has  put  it,  she  has  been  "  from  the 
birth  of  international  commerce   the  receptacle  or 
sink  for  the  precious  metals  of  the  civilised  western 
world."    Herodotus   in   his    own   picturesque    way 
describes  how  Indians  of  his  day  used  to  get  gold  dust 
from  the  soil  turned  up  by  ants  that  were  "  smaller 
than  dogs  but  bigger  than  foxes."     The  ant-heaps 
were  raided  at  the  hottest  time  of  day  when  the  ants 
had  gone  underground,  and  then  the  Indians  would 
gallop  away  on  swift  camels  to  avoid  the  ants  pre- 
paring to  avenge  the  attack  on  their  heaps.     Adam 
Smith  in  a  well-known  passage  of  the  Wealth  of  Nations 
(1776)  speaks  of  the  hoarding  habit :  "  Where  men  are 
continually  afraid  of  the  violence  of  their  superiors, 
they  frequently  bury  and  conceal  a  great  part  of  their 
stock,  in  order  to  have  it  always  at  hand  to  carry 
with  them  to  some  place  of  safety,  in  case  of  their 
being  threatened  with  any  of  those  disasters  to  which 
they  consider  themselves  as  at  all  times  exposed. 
This  is  said  to  be  a  common  practice  in  Turkey,  in 
Hindustan,  and,  I  believe,  in  most  other  governments 
of  Asia.    It  seems  to  have  been  a  common  practice 
among  our  ancestors  during  the  violence  of  the  feudal 
government.     Treasure-trove  was  in  those  times  con- 
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sidered  as  no  contemptible  part  of  the  revenue  of  the 
greatest  sovereigns  in  Europe."  In  other  passages 
he  refers  to  "  the  precious  metals  that  are  a  commodity 
which  it  always  has  been,  and  still  continues  to  be, 
extremely  advantageous  to  carry  from  Europe  to 
India,"  and  to  the  annual  exportation  of  silver  to  the 
East  Indies,  by  which  "  plate  is  probably  somewhat 
dearer  in  Europe  than  it  otherwise  might  have  been.  .  .  . 
The  trade  to  the  East  Indies,  by  opening  a  market  to 
the  commodities  of  Europe,  or,  what  comes  nearly  to 
the  same  thing,  to  the  gold  and  silver  which  is 
purchased  with  those  commodities,  must  necessarily 
tend  to  increase  the  annual  production  of  European 
commodities,  and  consequently  the  real  wealth  and 
revenue  of  Europe.  That  it  has  hitherto  increased 
them  so  little  is  probably  owing  to  the  restraints 
which  it  everywhere  labours  under."  These  were  the 
views  of  the  father  of  Economics  143  years  ago,  and 
they  are  of  more  than  passing  interest  at  the  present 
moment. 

In  the  five  pre-war  years  the  total  excess  of  exports 
over  imports  of  commodities  was  about  £262,000,000 
sterling.  This  was  liquidated  by  a  net  import  of  funds 
(Council  drafts,  etc.)  to  the  extent  of  £142,000,000. 
These  Council  drafts  were  paid  in  Calcutta,  Bombay, 
and  Madras  from  Government's  balances  in  these 
ports,  and  constituted  a  drain  on  the  silver  balances. 
The  trade  balance  was  also  liquidated  to  the  extent 
of  £120,000,000  in  treasure.  This  import  of  treasure 
was  on  private  account,  80  per  cent  of  which  was  in 
gold.  During  the  five  war  years  ending  March  31, 
1919,  the  favourable  balance  of  trade,  amounting  to 
£254,000,000,  was  partially  liquidated  by  a  net  import 
of  funds  to  the  value  of  £100,000,000,  and  by  the 
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surprisingly  low,  even  beggarly,  import  of  treasure  of 
£36,000,000.  This  small  import  of  treasure  in  the 
war  period  as  against  £120,000,000  in  the  pre-war 
period  threw,  as  we  shall  see,  a  heavy  burden  on  the 
Government  rupee  balances  in  India.  During  the 
war  India  has  been  accumulating  deferred  payments 
abroad,  and  her  creditors  were  unable  to  send  treasure 
as  usual  in  part  payment  for  exports.  In  these  five 
years,  therefore,  there  is  a  favourable  balance  of  no 
less  than  £118,000,000.  In  the  five  pre-war  years  this 
balance  was  against  India  to  the  extent  of  over 
£1,000,000  sterling. 

Balance  of  Trade 
(In  thousands  of  £.) 


1909-10  to 

1914-15  to 

1913-14 
(pre-war 

.  1918-19 
'    (war 

1917-18. 

1918-19. 

average). 

average). 

Net  exports  of  merchan- 

dise (excess  of  exports 

over  imports)   . 

52,179 

50,871 

61,420 

56,553 

Net  imports  of  treasure 

and  funds   .... 

52,464 

27,294 

49,830 

15,651 

(a)  Council  drafts   . 

28,416 

20,098 

34,553 

15,598 

(6)  Treasure .     . 

24,048 

7,196 

15,277 

53 

Balance     of     trade     in 

favour  of  India 

23,577 

11,590 

40,902 

Balance  of  trade  against 

India 

285 

•• 

These  figures,  however,  do  not  show  completely 
the  small  extent  to  which  treasure  on  private  account 
has  been  imported  in  the  period  1917  to  1919  when 
exchange  left  its  old  mooriugs.  The  net  import  of 
treasure  decreased  from  £1,357,000  in  1916-17  to 
£53,000  in  1918-19,  a  decrease  of  96  per  cent.  If 
we  take  the  balance  of  trade  for  the  year  ending 
March  31  last  we  find  that,  excluding  the  exceptional 
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credit  of  £11,000,000  given  to  tlie  nominees  of  the 
United  States  in  India  in  part  payment  of  silver, 
known  in  banking  parlance  as  "  American  Councils," 
there  was  a  record  favourable  balance  of  £41,000,000. 
In  place  of  a  large  net  import  of  treasure  in  normal 
times,  there  was  a  net  import  of  only  £53,000.  In 
the  five  war  years  ending  March  31, 1919,  the  average 
net  imports  of  gold  were  £5,000,000  a  year,  of  which 
£2,000,000  only  were  sovereigns,  the  remainder  being 
in  the  form  of  bullion  and  coined  gold  other  than 
sovereigns.  The  yearly  average  supply  of  gold  for 
private  needs  was  reduced  to  a  figure  below  that  of 
any  of  the  preceding  twenty-five  years,  except  famine 
years,  and  the  favourable  balance  of  trade  brought 
about  by  the  impossibility  of  gold  imports  was  not 
corrected  to  an  equivalent  degree  by  increased  sales 
of  Council  drafts.  The  average  net  imports  during 
the  five  pre-war  years  were  £19,000,000  a  year,  of 
which  £12,000,000  were  sovereigns.  Again,  India's 
demands  in  war-time  were  not  unreasonable,  since 
her  absorption  of  gold,  silver,  and  rupees  was  R.  224 
crores  in  the  years  1909-14  against  R.  165  crores  in 
the  years  1914-19.  The  views  of  the  senior  Indian 
Chamber  of  Commerce,  the  Bengal  Chamber,  are  not 
without  interest  in  this  connection. 

"  Next  to  piece-goods,"  they  write,  "  gold  and  silver  together 
are  the  most  important  item  on  the  list  of  imports  and  must 
be  regarded  as  articles  of  merchandise.  The  use  of  gold  and 
silver  is  bound  up  with  the  religious  and  marriage  customs  of 
the  people — customs  that  cannot  be  changed  by  mere  decrees. 
It  is  therefore  necessary  in  the  opinion  of  the  Committee  that 
as  soon  as  possible  unrestricted  imports  of  gold  and  silver 
should  be  allowed,  and  it  should  be  noticed  that  during  the 
twenty  years  preceding  the  war  the  value  of  the  import  of 
gold  considerably  exceeded  that  of  silver.    It  will  be,  clear 
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that  gold  rather  than  silver  dominates  the  position,  and  that 
if  India  is  allowed  partly  to  balance  her  trade  in  gold,  the  local 
demand  for  silver  must  decrease,  and  consequently  the  price 
of  silver  must  fall.  The  Chamber  believe  that  India  would 
be  prepared  to  pay  a  premium  for  the  import  of  gold,  and  they 
would  emphasise  the  Indian  market  value  of  gold,  which  was 
R.  33.8.0  per  tola,  or  R.  89  per  ounce,  on  June  19,  1919. 
During  the  war  the  gold  in  the  United  States  Federal  Reserve 
system  has  increased  from  $592,000,000  to  $1,786,000,000, 
or  approximately  by  £250,000,000 ;  the  gold  in  Spanish 
banks  has  increased  by  £70,000,000  ;  in  the  Netherlands  by 
£43,000,000  ;  in  Switzerland  by  £10,000,000  ;  and  in  Norway 
and  Sweden  by  £14,000,000.  The  net  import  of  gold  into  India 
in  the  same  period  was  £26,000,000.  In  other  words,  these 
countries  with  a  population  of  114,000,000  have  increased 
their  gold  reserves  by  £387,000,000,  while  India  with  a  popula- 
tion nearly  three  times  as  large  has  had  to  be  content  with 
£26,000,000." 

The  shortage,  in  short,  of  gold  and  silver  bullion 
imports  was  the  chief  cause  of  this  enormous  demand 
for  rupees. 

At  this  stage  the  worldly  wisdom  of  reticence  on 
the  part  of  Falstalf  on  a  famous  occasion  may  appear 
worthy  of  imitation.  "  Give  you  a  reason  on  com- 
pulsion !  If  reasons  were  plentiful  as  blackberries, 
I  would  give  no  man  a  reason  upon  compulsion." 
How,  it  may  be  asked,  granted  there  was  a  shortage 
of  imports  of  merchandise  and  treasure  on  private 
account,  did  this  produce  the  rise  in  exchange  1  We 
are  sometimes  apt  to  forget  that  the  rupee  exchange, 
stripped  of  all  the  intricacies  that  surround  it,  is  a 
very  simple  thing.  It  is  nothing  more  than  the  gold 
price  in  London  of  the  command  over  rupees  in  India. 
It  is  the  amount  of  gold  in  London  to  be  paid  for  one 
rupee  in  India  at  once,  i.e.  by  telegraphic  transfers, 
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or  after  a  lapse  of  time,  i.e.  by  Council  bills  or  similar 
bills  of  exchange.  Witb  the  large  demand  for  India's 
products  at  unusually  high  prices,  and  the  sheer  im- 
possibility of  obtaining  in  return  in  anything  like 
sufficient  quantities  piece-goods,  iron  and  steel,  and 
other  commodities,  as  well  as  imports  of  gold  even  from 
London  (hitherto  a  free  market  for  gold),  there  was 
a  great  demand  in  London  for  the  right  to  rupees  in 
India.  The  Secretary  of  State  sold  drafts  but  only 
to  a  limited  extent,  as  the  rupee  balances  in  India 
were  limited.  These  sales  in  London  of  Coimcil  drafts 
meant  in  Calcutta,  Bombay,  and  Madras  a  great  de- 
mand for  rupees.  There  was  thus  a  great  strain  on 
Indian  rupee  balances.  The  rupees  sent  up-country 
to  pay  for  articles  of  national  importance  were,  in 
view  of  the  demand  abroad,  at  high  prices,  and  this 
fact  in  itself  helps  to  explain  the  demand  for  more 
rupees.  But  troubles  in  currency  do  not  come  singly. 
The  producers  of  these  exports  could  not  obtain  im- 
ports either  in  the  form  of  piece-goods  and  similar 
articles  or  in  the  form  of  gold  and  uncoined  silver. 
Rupees  on  this  account  remained  up-country  and  did 
not  move  back  in  the  ordinary  way  to  replenish  rupee 
stocks  at  the  ports.  The  producers  of  these  com- 
modities had,  in  a  coimtry  where  banking  is  not 
developed,  where  every  man  in  nine  cases  out  of  ten 
is  his  own  banker,  simply  to  "sit  on  "  the  proceeds 
of  their  crops,  and  instead  of  bringing  back  from 
market  piece-goods,  etc.,  for  themselves  and  their 
families,  brought  home  cash.  The  absorption  statistics 
are  of  interest  in  this  connection.  By  absorption 
we  do  not  mean  that  the  rupees  have  all  been  buried. 
Absorption  merely  indicates  that  the  rupees  have  been 
passed  into  circulation  and  have  not  come  back. 
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Rupee  (including  Half-Rupee)  Absorption 
(In  lakhs  of  rupees.) 


Pre-war  annual 

average 

(1909-10  to 

1913-14). 

1914-15. 

1915-16. 

1916-17. 

1917-18. 

1918-19. 

Annual 

average 

(1914-15  to 

1918-19). 

8,78 

—6,70 

10,40 

33,81 

27,86 

45,02 

22,08 

( — means  a  return  from  circulation.) 

Here  we  have  an  increase  of  62  per  cent  in  the 
absorption  of  rupees  and  half-rupees  in  1918-19  above 
that  of  1917-18,  and  413  per  cent  above  the  pre-war 
normal.  Such  a  large  absorption  is  wasteful.  Truly 
those  who  bury  rupees  in  the  ground  and  hide  them 
away  are,  as  in  the  parable  of  the  Talents,  unprofitable 
servants.  The  absorption  was  equally  phenomenal, 
especially  in  1918-19,  for  small  coin,  as  will  be  seen 
from  the  following  table  : 

Absorption  op  Small  Coin 
(In  thousands  of  rupees.) 


Four-anna 
pieces. 

Two-anna 
pieces 
silver 
nickel. 

One-anna 
pieces 
nickel. 

Bronze 

coin 

(single 

pice). 

Total. 

Pre  -  war     annual 

average    1909-10 

to  1913-14    .      . 

15,75 

13,59 

21,01 

10,51 

60,87 

1914-15    .      . 

-  10,23 

-4,63 

6,87 

- 12,57 

-  20,56 

1915-16    .      . 

8,33 

7,44 

18,60 

2,06 

36,43 

1916-17    .      . 

32,99 

23,17 

32,50 

8,59 

97,25 

1917-18    .      . 

38,11 

28,53 

25,86 

6,15 

98,65 

1918-19    .      . 

1,16,34 

94,75 

46,82 

19,62 

2,77,53 

Annual        average 

1914-15  to  1918-19 

37,11 

29,85 

26,13 

4,77 

97,86 

None  of  the  subsidiary  coins  have  the  same  significance  as  the  rupee, 
not  even  the  silver  eight -anna  piece,  which  is  legal  tender.  If  then  nickel 
four-anna  and  eight-anna  coins  were  introduced  to  replace  the  small  silver 
coins,  ample  reserves  of  all  nickel  coins  should  be  kept  ready  for  use.  The 
lessons  of  the  large  absorption  of  nickel  coins  in  1918-19  show  the  absolute 
necessity  of  having  in  our  Mints  large  reserves  of  such  coin  well  in  advance. 
Canada  is  the  main  source  of  nickel,  and  supplies  cannot  be  laid  down  in 
India  at  a  moment's  notice. 
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There  were  also  large  disbursements  in  India  on 
behalf  of  the  War  Office  in  London,  and  these  were 
a  very  heavy  strain  on  silver  balances  in  India. 
Grovernment,  in  order  to  meet  the  needs  of  the  British 
and  Allied  Governments,  became  the  largest  in- 
dividual exporters  of  war  supplies  and  services.  The 
disbursements  were  made  in  India  and  corresponding 
payments  were  made  in  London.  The  crux  of  the 
whole  situation  was  how  to  convert  the  funds  locked 
up  in  London  into  remittances,  at  a  time  when  gold 
was  unavailable  and  the  world's  silver  stocks  very 
low  and  very  dear.  In  1918-19  the  total  disburse- 
ments in  India  for  which  it  was  necessary  to  provide, 
apart  from  expenditure  debited  to  Indian  revenues, 
amounted  to  £141,000,000,  more  than  half  this  sum 
representing  war  outlay  on  behalf  of  the  Home 
Government.  The  Secretary  of  State's  liabilities  were 
covered  several  times  over  by  repayments  made  to 
him  in  London  against  the  large  payments  ia  India. 
These  disbursements  in  themselves  (and  apart  from 
the  Council  drafts  also  sold)  placed  a  very  heavy 
strain  on  Indian  resources.  The  import  of  specie  in 
large  and  sufficient  quantities  was  wholly  out  of  the 
question.  The  ear-marking  of  gold  in  large  amounts 
iQ  London  against  the  concurrent  issue  of  notes  in 
India  from  the  Paper  Currency  Eeserve,  was  also  not 
possible,  since  in  war-time  this  was  not  in  the  in- 
terests of  the  Empire.  Nevertheless,  these  methods 
of  increasing  funds  available  in  India  were  used  to  an 
extent  not  fully  appreciated.  In  the  last  two  years 
no  less  than  290  million  ounces  of  silver,  valued  at 
£53,972,000,  were  imported,  scarce  though  it  was, 
and  turned  into  rupees.  An  alternative  method  to 
the  ear-marking  of  gold  in  London  against  the  issue 
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of  notes  in  India  was  the  holding  of  a  portion  of  the 
Paper  Currency  Reserve  in  British  Treasury  bills,  the 
next  best  thing  to  gold.  Currency  notes  were  set 
free  to  pay  for  goods  and  services  in  India  incurred 
on  behalf  of  the  Allies,  and  repayment  of  a  portion 
of  the  amount  was  made  in  British  Treasury  bills. 
Just  as  the  United  States  gave  loans  to  her  Allies  to 
cover  purchases  in  America,  so  India  lent  temporarily 
funds  required  for  part  of  the  outlay  in  India.  There 
was,  however,  an  obvious  limit  to  this.  Finally,  by 
means  of  loans  raised  in  this  country  (War  Loan  and 
Indian  Treasury  bills).  Government  were  able  to 
finance  disbursements  in  India  with  the  proceeds  of 
such  loans.  Repayment  was  made  in  England  for 
such  expenditure  as  had  been  incurred  on  behalf  of 
the  Allies,  excluding  of  course  that  portion  of  the 
amount  so  recovered,  representing  the  equivalent  of 
subscriptions  to  Indian  War  Loan  (which  was  actually 
made  over  as  a  gift  in  cash  and  not  lent  to  the  British 
Government).  In  1916-19  the  disbursements  of 
£141,000,000  were  financed  mainly  by  the  receipt  of 
silver,  £56,000,000 ;  by  the  receipts  of  the  Indian 
War  Loan,  £37,000,000  ;  and  by  the  issue  of  currency 
notes  against  additional  investments,  £25,000,000. 

All  these  facts  meant  in  plain  language  a  heavy 
strain  on  rupees,  the  only  producers  of  which  were, 
of  course.  Government.  It  was  necessary,  therefore, 
for  Government  to  purchase  silver  to  coin  rupees  in 
order  to  keep  up  their  balances  to  the  necessary 
minimum  and  to  stave  off  inconvertibility,  permanent 
or  temporary,  of  the  note  issue.  Large  purchases  of 
the  white  metal  were  necessary  and  prices  accordingly 
soared.  The  following  summary  tables  show  the 
position  in  a  nutshell,  and  explain  why  on  May  13, 
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1919,  exchange  had  risen  25  per  cent  above  the 
16d.  level,  a  level  that  had  been  more  or  less 
consistently  maintained  up  to  August  1917,  i.e.  for 
practically  eighteen  years  : 

(1)  Net  Imports  of  Silver  into  India,  World's  Production, 
AND  THE  Price  oe  Silver 


„ 

S3 

Silver. 

11^ 

lis 

lis 

1914r- 

1915- 

1916- 

1917- 

1918- 

1915. 

1916. 

1917. 

1918. 
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1  uo> 
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1.  Net  import  (million 

standard  ounce)    . 

76 

62 

56 

33 

92 

75 

237 

2.  World's  production 

(million  fine  ounce) 

200 

222 

161 

180 

161 

164 

180 

3.  Percentage  of   net 

imports  to  world's 

production     . 

35 

26 

32 

17 

53 

43 

122 

4.  Price      of      silver 

(pence   per   ounce 

in  London)     . 

27 

26 

25A 

mi 

31A 

40| 

47A 

Figures  against  item  No.  1  relate  to  the  fiscal  year. 
Figures  against  items  Nos.  2  and  4  relate  to  the  calendar  year. 


(2)  Net  Imports  op  Silver  into  India,  World's  Production, 
AND  the  Price  oe  Silver  (percentages) 
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100 

123 

65 
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470 

Price  of  silver 

100 

96 

92 

119 

158 

182 

The  net  imports  were  less  than  the  pre-war  average 
during  the  first  two  years  of  war,  but  during  1916-17 
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and  1917-18  a  large  demand  was  made  on  the  world's 
production.  In  the  pre-war  quinquennium  the  annual 
average  net  imports  of  silver  into  India  were  26  per 
cent  of  the  world's  production ;  in  the  year  ending 
March  31,  1916,  17  per  cent;  in  1917,  53  per  cent; 
in  1918,  43  per  cent ;  and  in  1919,  the  year  just 
ended,  the  equivalent  of  122  per  cent  of  the  world's 
production.  This  demand  unfortunately  occurred  at 
a  time  when  the  world's  production  was  below  the 
pre-war  normal. 

The  absorption  of  rupees  in  India  during  1918  was 
so  great  that  a  silver  crisis  occurred  in  India.  On 
March  31  of  that  year  the  silver  balance  of  the  Paper 
Currency  Reserve  fell  to  R.  10^  crores,  and  a  still 
more  serious  absorption  seemed  imminent.  In  the 
first  fortnight  of  April  there  was  a  further  absorption 
of  no  less  than  R.  4j  crores.  The  convertibility  of 
the  note  issue  seemed  to  hang  in  the  balance.  In- 
convertibility at  the  time  would'  have  meant  a  set- 
back to  India's  war  efforts.  The  result  of  suspension 
of  rupee  payments  suddenly  in  a  population  of  which 
94  per  cent  is  illiterate  can  well  be  imagined.  The 
United  States  were  approached.  Negotiations  had 
actually  been  undertaken  as  early  as  October  1917. 
In  February  1918  Lord  Reading,  the  British  Am- 
bassador at  Washington,  ably  assisted  by  Sir  James 
Brunyate,  formerly  Financial  Secretary  to  the  Grovern- 
ment  of  India,  made  an  appeal  to  the  Grovernment  of 
the  United  States  in  Wasliington.  The  United  States 
as  a  result  of  the  negotiations  descended  on  India,  not 
like  Jupiter  of  old  in  a  shower  of  gold,  but  literally 
in  a  shower  of  silver.  At  first,  it  is  understood,  the 
British  representatives  were  imwiUing  to  pay  more 
than  85  cents  per  ounce,  a  price  at  which  the  major 
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portion  of  the  annual  production  of  the  country  could 
have  perhaps  been  purchased.  This,  however,  was 
insufficient  to  meet  the  needs  of  the  coming  year,  and 
the  dollars  coined  under  the  Sherman  Act  were  the 
only  spot  silver  available.  Legislation  was  necessary, 
and  the  passing  of  an  Act  of  Congress  at  first  seemed 
doubtful,  as  many  senators  representing  the  silver- 
producing  states  insisted  that  the  old  ratio  value  of 
$1.29  per  ounce  should  be  re-established.  The  agree- 
ment to  fix  the  price  at  a  dollar  per  fine  ounce,  ex- 
cluding 1|^  cents  for  mint  charges,^  or  $1.01|^,  was 
reached  to  a  large  extent  through  the  untiring  efforts 
of  the  representatives  of  both  Governments,  includ- 
ing Governor  Boyle  and  Senator  Pittman  of  Nevada. 
On  April  23,  the  Pittman  Act,  which  had  been 
hurried  through  Congress,  became  law  without  opposi- 
tion. The  aim  of  the  Act,  as  stated  in  the  preamble, 
is  important,  as  showing  the  idea  that  lay  behind  it : 

To  conserve  the  gold  supply  of  the  United  States  ;  to  per- 
mit the  settlement  in  silver  of  trade  balances  adverse  to  the 
United  States ;  to  provide  silver  for  subsidiary  coinage  and 
for  commercial  use  ;  to  assist  foreign  governments  at  war  with 
the  enemies  of  the  United  States  ;  and  for  the  above  purposes 
to  stabilise  the  price  and  encourage  the  production  of  silver. 
(Act  No.  139,  65th  Congress,  1918.) 

It  provided  that : 

The  Secretary  of  the  Treasury  is  hereby  authorised  from 
time  to  time  to  melt  or  break  up  and  to  seU  as  bullion  not  in 
excess  of  three  hundred  and  fifty  million  standard  silver 
dollars  now  or  hereafter  held  in  the  Treasury  of  the  United 
States. 

Of  the  total  amount  melted  down  imder  the  Act, 

'  Thus  the  price  obtained  by  the  United  States  Government  was  $1.01J 
per  fine  ounce. 
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270  million  fine  ounces,  the  equivalent  of  $350,000,000, 
India's  share  was  200  million  fine  ounces.  Between 
July  1,  1918,  and  July  17,  1919,  all  the  silver  under 
the  Pittman  Act  had  been  received  from  the  United 
States  into  the  Indian  mints  at  Calcutta  and  Bombay. 
The  Act  also  provided  that  such  sales  were  to  be 
replaced  by  purchases  of  silver  from  the  United  States 
mines,  such  silver  being  purchased  at  the  fixed  price 
of  $1  per  ounce  of  silver  one  thousand  fine,  delivered 
at  the  option  of  the  Director  of  the  Mint  at  New  York, 
Philadelphia,  Denver,  or  San  Francisco.  This  was 
undoubtedly  the  most  important  piece  of  legislation 
since  1893. 

The  news  in  India  about  the  middle  of  April  that 
the  United  States  were  to  assist  on  terms  which  were 
generous  to  India  relieved  the  anxiety  in  the  critical 
weeks  of  May  and  June,  and  by  the  beginning  of  July 
shipments  under  this  Act  began  to  arrive.  With  the 
commencement  of  the  busy  season  absorption  again 
overtook  the  coinage,  and  by  the  end  of  November 
silver  balances  had  fallen  to  R.  8j  crores.  A  system 
of  double  shifts  was  introduced  into  the  Mints,  and 
by  December  1918  a  world's  record  coinage  of  R.  834 
lakhs  was  reached.  By  March  31,  1919,  the  rupee 
branch  of  the  Paper  Currency  Reserve  had  risen  to 
nearly  R.  17  crores.  At  the  present  time  (July  1919) 
when  the  tide  has  long  since  turned,  the  total  holding 
of  silver  in  the  Paper  Currency  Reserve,  both  coin 
and  bullion,  amounts  to  R.  46  crores,  as  against  R.  18 
crores  in  July  1918.^ 

In  August  1917,  April  1918,  and  May  1919,  with 
the  rise  of  silver  above  the  content  value  of  the  rupee, 
exchange  was  also  raised,  at  first  from  16id.  to  17d. 

»  Cf.  also  Chapter  I.  p.  18. 
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for  telegraphic  transfers,  then  to  18d.  and  finally  to 
20d.^  This  20d.  rate  enables  silver  to  be  purchased 
without  loss  at  about  53|d.  excluding  charges.  At 
Is.  lOd.  the  price  would  be  about  59jd.,  at  Is.  6d., 
48|d.,  and  at  Is.  4d.,  43|d.  At  2s.  silver  could  be 
purchased  at  about  64|d.^  This  was  necessary  in 
order  that  rupees  would  not  be  liable  to  be  smuggled 
out  of  India  in  indefinite  quantities.  As  Sir  William 
Meyer  in  the  Financial  Statement  for  1918-19  pointed 
out : 

The  absorption  of  rupees  during  the  years  when  the  bullion 
value  of  the  rupee  was  less  than  its  face  value  affords  no 
criterion  of  the  probable  demand  on  Government  for  rupees 
when,  owing  to  a  rise  in  the  price  of  silver,  it  would  become 
profitable  to  melt  or  to  export  them.  In  order  to  avoid  loss 
from  these  causes  as  far  as  possible,  we  have,  it  is  true,  taken 
certain  steps  in  the  form  of  prohibitory  legislation  ;  but 
though  prohibitions  of  the  kind  may  serve  their  object  to 
some  extent  as  temporary  expedients,  they  cannot  be  expected 
to  operate  as  a  permanent  check  to  the  drain  on  our  rupee 
currency  which  would  certainly  accompany  a  substantial  and 
continued  appreciation  in  the  buUion  value  of  the  rupee  over 
its  face  value.  In  fact  the  most  important  limitation  which 
has  previously  existed  on  the  possible  demand  on  Government 
for  the  supply  of  rupees,  viz.,  that  it  is  unprofitable  to  export 
or  melt  them,  would  be  entirely  removed.  The  only  safeguard 
that  a  rise  in  the  value  of  silver  above  what  I  may  call  the 
"  rupee  melting  point  "  will  not  result  in  the  disappearance  of 
rupees  from  circulation  is  such  a  modification  in  their  external 
exchange  value  as  to  make  their  export  unprofitable.  Apart 
from  this  safeguard  an  iudefinite  and  imhmited  liability  woidd 
be  entailed  and  it  would  be  indefensible  for  the  Government 
of  India  to  accept  this  liability  as  a  loss  either  to  the  Gold 
Standard  Reserve  or  to  Indian  revenues  generally. 

1  This  rate  has  been  raised  to  22d.  with  effect  from  August  12,  1919. 
^  For  table  on  the  silver  content  of  the  rupee  (excluding  charges).  No.  13, 
see  p.  459.     Cf.  also  Chapter  I.  p.  18. 
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(2)  The  Fixing  of  Exchange 

We  now  turn  to  tlie  third  of  the  questions  referred 
to  at  the  beginning  of  this  chapter — ^the  probable 
difficulties  to  be  surmounted  in  fixing  exchange  in 
the  near  future.  One  of  the  first  problems  which  the 
Currency  Committee  of  1919  has  to  solve  is  the  rate 
of  exchange  to  be  adhered  to  in  the  future.  Stability 
of  exchange,  as  experience  has  proved,  has  been 
an  inestimable  gain  to  the  trade  of  the  country 
and  to  India  generally.  Another  problem  will 
be  the  method  by  which  this  stability  should  be 
secured.  Should,  for  example,  Government  be 
prepared  to  face  temporary  inconvertibility  of  the 
note  issue  and  keep  out  of  the  silver  market 
until  more  favourable  prices  prevail  ?  These  are 
difficult  questions  to  be  decided  by  a  body  of  experts, 
such  as  Sir  Henry  Babington  Smith's  Currency  Com- 
mittee. 

In  regard  to  the  stereotyping  of  the  rupee  the 
experience  of  the  Herschell  Committee  of  1893  is  not 
without  value.  That  Committee  fixed  Is.  4d.  on 
tentative  and  not  on  arbitrary  grounds.  It  was 
approximately  the  average  rate  of  the  five  years 
preceding  1893,  and  at  that  date  a  shade  above  the 
prevailing  rate.  It  therefore  involved  only  a  very 
small  departure  from  the  status  quo.  In  the  second 
place  this  Is.  4d.  rate  of  exchange  was  very  con- 
venient between  the  Indian  and  the  British  coins. 
The  sovereign  became  equivalent  to  Rs.  15,  the  rate 
at  which  the  gold  mohur  exchanged  for  rupees.  The 
subsidiary  coins  of  the  two  countries  fitted  in  with 
each  other  very  neatly — the  rupee  being  divided  into 
16  annas,  and  so  one  anna  became  equal  to  one 
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penny  and  240  annas  to  £l.^  This  experience  is 
useful  in  considering  whetlier  Is.  8d.  should  be  the 
fixed  rate  for  the  future.  We  cannot  go  back  to 
Is.  4d.  To  do  so  would  necessitate  putting  less  silver 
into  the  rupee.  A  plan  similar  to  this  was,  it  is  true, 
followed  in  the  Straits,  but  the  silver  dollar  of  the 
Straits  is  in  no  wise  to  be  compared  with  the  rupee 
in  India.  It  does  not  circulate  in  the  Straits  to  any- 
thing like  the  same  extent  as  does  the  rupee  through- 
out India.  The  rupee,  which  was  a  legacy  from 
Mogul  times,  having  been  introduced  nearly  380  years 
ago,  is  known  and  used  everywhere,  not  merely  as  a 
standard  of  value,  but  (and  this  is  important)  as  a 
store  of  value.  The  Indian  looks  on  the  Government 
rupee  as  of  definite  size  and  ouq  tola  in  weight.* 
He  rightly  regards  it  as  containing  always  a  definite 
amount  of  silver.  It  is  in  other  words  fixed.  It  is 
pre-eminently  the  sirkar's  (Government's)  coin.  The 
rupee  circulates  even  beyond  the  frontiers  of  India, 
in  Mesopotamia,  in  East  Africa,  in  parts  of  Siam, 
and  elsewhere.  There  would  also  be  trade  and  even 
political  difl&culties  if  the  two  rupees  were  in  cir- 
culation. The  first  result  of  any  alteration  in  the 
fineness  of  the  rupee  would  necessarily  be  that  the 
old  rupees  would  go  out  of  circulation  and  would  in 
fact  tend  to  disappear  altogether  as  rupees,  since  it 
would  be  quite  impracticable  to  recall  them  from 
circulation  when  a  debased  rupee  was  instituted.  In 
other  words,  under  Gresham's  law,  the  proposed  new 
rupee  would  drive  out  the  old  rupee,  and  this  would 
bring  about  a  crop  of  difficulties.  Moreover,  the 
change  would  necessitate  the  re-coinage  of  the  old 

'  Of.  Chapter  V.  p.  143. 
'  Three-eighths  of  an  ounce  Troy.     Eleven-twelfths  fine. 


Ill       CURKBNCY  SYSTEM  IN  WAR  TIME       67 

rupees  in  circulation.  Lastly,  when  the  reduction  in 
the  silver  content  has  taken  place,  one  is  never  certain 
when  another  change  may  not  be  necessary.  All 
things  considered,  this  is  altogether  outside  the  sphere 
of  practical  statesmanship. 

In  arriving  al;  a  decision  as  to  whether  Is.  8d., 
Is.  lOd.,  2s.  or  any  other  rate  should  be  fixed,  the 
main  factors  to  be  kept  in  mind  are  (1)  that  the  change 
should  cause  the  least  sudden  dislocation  of  trade  and 
disturbance  between  debtor  and  creditor,  and  (2)  that 
the  rate  so  fixed  will  give  stability  of  exchange  in 
future.  The  raising  of  exchange  has,  of  course,  the 
same  effect  as  an  increase  in  Indian  prices  to  the  buyer 
of  Indian  exports  and  a  fall  of  foreign  prices  for  the 
Indian  importer.  This  raising  of  exchange  would 
tend,  ceteris  paribus,  to  reduce  at  first  exports  and  to 
increase  imports  and  to  arrest  the  ascending  scale  of 
prices  to  the  advantage  of  the  non-cultivating  classes 
in  India  and  to  the  disadvantage  of  the  cultivating 
classes  and  middlemen.  To  arrive  at  a  rate  requires 
the  most  careful  examination  of  data.  The  raising 
of  the  rate  to  2s.  would  mean  a  large  jump,  and  the 
equivalent  price  of  silver  per  oz.  in  London  would  be 
about  64jd.  Its  supporters,  however,  allege  three 
advantages:  (1)  that  exchange  would  be  fixed  per- 
manently at  a  figure  beyond  the  reach  of  interference 
by  any  rise  in  the  price  of  silver  ;  (2)  that  this  high 
rate  would  tend  to  prevent  any  further  considerable 
rise  in  prices  in  the  near  future ;  and  (3)  that  there 
will  be  a  large  saving  in  remitting  "  Home  charges," 
a  saving  which  can  be  devoted  to  other  urgent  heads 
of  expenditure.  On  the  question  of  raising  the 
exchange  rate  to  a  poiut  independent  of  silver  the 
Bengal  Chamber's  views  are  apposite. 
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"  If,"  they  say,  "  we  assume  that  2s.  would  be  a  rate  wMch 
would  make  the  rupee  independent  of  the  price  of  silver,  the 
sterling  price  of  Indian  produce  would,  in  order  to  yield  the 
same  rupee  price  as  in  pre-war  days,  have  to  rise  50  per  cent, 
assuming  the  cost  of  production  to  remain  constant.  At  the 
present  moment  the  prices  of  practically  all  commodities 
are  more  than  50  per  cent  over  their  pre-war  prices,  and 
therefore  the  rise  in  exchange  to  2s.,  as  far  as  produce  is  con- 
cerned, might  riot  have  any  serious  efEect.  But  present 
conditions  are  abnormal,  and  it  is  therefore  necessary  to  con- 
sider which  of  India's  exports  are  liable  to  competition  with 
gold  and  silver  standard  countries,  and  would  be  severely 
handicapped  by  an  exchange  based  considerably  above  the 
present  value  of  silver.  Food  grains  come  first  among  India's 
exports,  and  although  theoretically  India  should  suffer  as 
regards  food  grains  through  a  rise  in  exchange,  it  appears 
probable  that  the  price  of  food  will  remain  so  high  for  such  a 
long  period  that  the  effect  of  the  rise  might  not  be  severely 
felt.  Jute  is  a  monopoly  of  India,  and  it  is  probable  that, 
unless  substitutes  are  discovered,  the  increased  cost  would 
have  to  be  paid  by  the  purchaser.  On  the  other  hand,  India 
is  only  one  of  many  producers  of  cotton,  and  while  at  present 
prices  she  could  easily  compete  even  at  2s.  exchange,  she 
would  be  very  seriously  affected  if  cotton  prices  fell  to  anything 
Hke  their  pre-war  level.  Tea  is  in  competition  with  China, 
Java,  and  Japan  ;  it  has  been  shown  that  India  can  compete 
with  China,  a  silver  country,  even  when  the  exchange  value 
of  a  rupee  is  far  above  its  intrinsic  value,  but  any  rise  in 
exchange  must  seriously  prejudice  India  in  competition  with 
Japan  and  Java,  the  latter  of  which  in  particular  has  of  late 
years  become,  and  probably  will  continue  to  be,  a  serious 
competitor  with  India.  As  regards  hides  and  skins  India 
competes  in  buffalo  hides  with  China,  Java,  and  the  Straits  ; 
and  in  cow-hides  with  Africa  ;  but  in  goat  skins  her  position 
is  probably  unassailable.  But  the  effect  of  a  high  exchange 
must  also  be  considered  as  regards  imports  and  India's 
industries.  Every  effort  has  lately  been  made  to  stimulate 
India's  industrial  production ;    high  exchange  must,  other 
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things  being  equal,  mean  lower  priced  imports,  and  lower 
priced  imports  may  well  seriously  damage,  if  not  cripple,  those 
industries  which  have  been  started  during  the  war  and  have 
not  yet  had  time  to  get  firmly  established.  The  effect  on  one 
of  India's  greatest  industries,  cotton  manufactures,  especially 
as  regards  Japan,  may  be  serious.  Provided  that  the  cost  of 
production  in  Japan  does  not  rapidly  increase,  a  premium  will 
without  doubt  be  given  to  imports  of  Japanese  goods  made  of 
Indian  cotton  to  the  extent  of  the  rise  in  exchange  on  the  cost 
of  production,  which  in  India  is  not  likely  to  grow  less.  Gener- 
ally therefore  it  is  the  opinion  of  the  Chamber  that  the  fixing 
of  exchange  at  a  point  independent  of  the  price  of  silver  is 
liable  seriously  to  affect  many  of  India's  exports  and 
industries,  if  the  rate  be  fixed  unduly  high,  although  owing 
to  abnormal  world  prices  this  effect  might  not  be  evident  for 
some  time." 

The  Chamber,  however,  is  in  reality  looking  from 
the  point  of  view  of  producers,  and  is  at  the  same  time 
referring  to  "  short  period  "  effects  of  the  raising  of 
exchange.  In  the  long  period,  i.e.  when  things  have 
settled  down,  and  prices  have  adjusted  themselves, 
a  2s.  rate  will  neither  check  exports  nor  encourage 
imports.^     On  the  other  hand  it  is  sometimes  urged — 

,  .  .  that  either  the  exchange  value  of  the  rupee  must  be  con- 
siderably raised  or  the  mercantile  community  must  be  prepared 
to  do  without  large  drawings  of  Council  BUls  at  times  when  the 
price  of  silver  is  high.  Nor  can  we  really  believe  that  a  rise 
of  the  exchange  would  be  anything  but  beneficial  to  India, 
although  it  would,  perhaps,  involve  temporary  hardships  in 
certain  cases.  We  believe  that  its  effects  on  the  level  of  prices 
would  be  most  beneficial.  Every  one  knows  how  severely  the 
rise  of  prices  has  been  felt,  and  that  the  only  class  that  has 
materially  benefited  has  been  the  middleman.  A  rise  in  the 
exchange  would  go  some  way  to  check  the  rise  in  prices.  It 
would  tend  to  reduce  the  prices  not  only  of  articles  imported 

^  Cf.  Chapter  V.  p.  149  on  the  stimulus  of  a  falling  exchange. 
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from  other  countries  but  also  of  those  exported  to  other 
countries ;  and  this  would  lead  to  a  sympathetic  fall  in  the 
case  of  those  articles  which  are  neither  exported  nor  imported. 
When  we  reflect  on  the  level  of  prices  in  Europe  and  the  cost 
of  labour  there,  we  are  disposed  to  believe  that  the  fears  of 
competition  with  Indian  industries  are  largely  without 
reason  ;  and  that,  i£  India  is  to  retain  the  advantage  of  cheap 
and  contented  labour,  lower  prices  in  India  are  essential. 
In  short,  from  the  point  of  view  of  foreign  competition  it 
is  likely  that  the  gradual  raising  of  the  exchange  to  2s. 
would  be  neutral.  On  the  other  hand,  by  its  operation  on 
the  level  of  prices  we  believe  it  would  tend  to  the  peace  and 
prosperity  of  the  country  at  large. ^^ 

If  silver  receded  from,  or  even  remained  at,  its 
present  level,  tte  difference  between  the  silver  content 
and  circulating  value  would  be  great  at  the  2s.  rate. 
The  resulting  disadvantage,  e.g.  the  chance  of 
counterfeiting,  need  only  be  mentioned.  Against  this, 
however,  has  to  be  set  the  advantage  of  placing  the 
rupee  beyond  the  reach  of  interference  by  any  increase 
in  the  gold  price  of  silver  since  it  is  highly  improbable 
that  silver  could  soar  to  over  60d.  WhUe  avoiding 
a  large  jump  in  exchange  Kke  that  which  2s.  would 
involve,  one  must  avoid  too  small  a  jump,  since  this 
may  result  in  less  permanence.  There  are  other 
factors  of  great  importance,  viz.  (1)  India's  future 
demand  for  silver.  A  high  American  authority  has 
estimated  the  demand  for  the  present  year  as 
follows:  India  150,000,000  oimces;  the  arts  75,000,000 
ounces ;  subsidiary  coinage  60,000,000  ounces ;  Africa 
25,000,000  ounces;  China,  etc.,  40,000,000  ounces. 
Total,  350,000,000  ounces.  Production,  180,000,000 
ounces.  Shortage,  170,000,000  ounces.  It  is  assumed 
in  this  estimate  that  gold  will  not  be  exported  to  India 

'  Vide  Madras  Mail  of  the  16th  July  1919. 
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and  that  silver  will  have  to  assist  in  filling  the  void. 
India  has  so  far  taken  no  less  than  28  per  cent  of  the 
total  world's  production  of  silver.  In  the  last  three 
years  the  two  Indian  Miats  at  Calcutta  and  Bombay 
have  issued  a  net  coinage  of  103  crores  of  rupees,  the 
equivalent  of  the  coinage  of  the  eleven  preceding 
years.  These  were,  of  course,  exceptional  coinages. 
India's  demand  for  silver  will,  of  course,  be  affected 
by  the  policy  to  be  pursued  with  regard  to  gold.  The 
gold  production  of  the  world  is  now  largely  in  the 
hands  of  the  British  Empire  and  the  United  States. 
Both  these  countries  are  creditor  countries  and, 
therefore,  are  able  to  restrict  the  exportation  of  gold. 
If  the  free  distribution  of  gold  is  not  permitted,  silver 
will  be  substituted  if  it  can  be  produced.  A  second 
factor  is  that  the  probable  demand  for  silver  in  other 
countries  will  have  to  be  considered.  Thirdly, 
increased  production  is  an  important  factor,  and  there 
seems,  on  the  authority  of  American  producers,  to  be 
abundant  room  for  an  increase  in  production.  Lastly, 
there  is  the  operation  of  the  Act  of  Congress  of  23rd 
April,  1918.  The  Director  of  the  Mint  is  compelled 
under  the  Pittman  Act  to  replace  the  silver  dollars 
with  an  equivalent  amount  of  American  silver  to  that 
contained  in  the  dollars  that  have  been  sold  under 
the  Act.  The  Director  of  the  Mint  is  also  required 
to  purchase  at  $1  per  ounce  all  the  silver  ofiered,  and 
since  it  is  only  the  surplus  not  required  for  coinage 
or  commercial  purposes  that  will  be  ofiered,  it  is 
unlikely  that  the  Director  will  be  able  to  complete 
the  purchases  required  by  the  Act  for  some  years. 
Senator  Pittman  is  reported  to  have  said  regarding 
the  price  of  silver :  "I  do  not  believe  that  it  will 
advance   much   above    $1.25   for   immediately   the 
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established  parity  of  the  silver  dollars  is  threatened, 
as  it  would  be,  if  the  price  tended  to  go  beyond  $1.29, 
the  Government  would  again  interfere  and  renew  the 
embargo  on  the  export  of  silver.  We  may,  therefore, 
expect  the  price  of  silver  to  range  somewhat  between 
the  extreme  limits  of  $1  and  $1.29  for  perhaps  a 
period  of  twenty  years. ' '  This,  however,  is  a  prophecy 
and  one  cannot  refute  a  prophecy.  One  can  only 
believe  or  disbelieve  it. 

(3)  {Temporary)  Inconvertibility  of  the  Note  Issue — 
the  Alternative  to  Stability 

In  view  of  the  important  position  India  holds  as  a 
buyer  in  the  silver  market,  it  is  sometimes  suggested 
that  power  should  be  taken  by  Government  to  declare 
the  inconvertibility  of  the  note  issue  or  at  least  the 
inconvertibility  of  certain  denominations  of  the  notes. 
Such  inconvertibility  would  be  only  temporary.  If 
prices  are  so  high  that  silver  could  not  be  purchased 
and  coined  into  rupees  without  raising  its  sterling 
value,  then  it  is  said  to  be  preferable  to  face  incon- 
vertibility and  not  to  purchase  silver  for  coinage. 
Such  a  declaration,  or  the  mere  possession  of  the  power 
of  declaring  inconvertibility,  would  keep,  it  is  alleged, 
silver  prices  from  soaring  to  levels  which  might  make 
stability  of  exchange  out  of  the  question.  This 
proposal  merits  careful  consideration. 

It  is  usually  held  that  an  inconvertible  note  issue, 
because  of  its  tendency  to  depreciate,  is  an  imperfect 
and  dangerous  form  of  circulating  medium.  De- 
preciation, however,  is  not  a  necessary  consequence 
of  inconvertibility.  "  The  whole  charge  for  paper 
money,"    said    Kicardo,    "  may    be    considered    as 
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seigniorage.  Though  it  has  no  intrinsic  value,  yet  by 
limiting  its  quantity  its  value  in  exchange  is  as  great 
as  an  equal  denomination  of  coin,  or  of  bullion  in  that 
coin.  It  is  not  necessary  that  paper  money  should  be 
payable  in  specie  to  secure  its  value  ;  it  is  only  neces- 
sary that  its  quantity  should  be  regulated  according 
to  the  value  of  the  metal  which  is  declared  to  be  the 
standard."  It  is,  however,  possible  to  count  on  the 
fingers  of  one  hand  the  cases  of  an  inconvertible  issue 
that  did  not  result  in  depreciation.  The  classic 
instance  is  France  in  the  War  of  1870-71,  when  the 
notes  of  the  Bank  of  France  were  to  all  intents  and 
purposes  inconvertible  paper  currency.  A  sHght 
discount  existed  for  a  time  only  owing  to  the  caution 
of  the  Bank  of  France.  No  serious  consequences 
followed  from  this  issue.  The  Government  of  India 
could  create  a  demand  even  for  inconvertible  paper, 
and  could  concentrate  the  demand  for  this  form  of 
paper  so  as  to  compel  people  to  employ  it  as  the  only 
alternative  of  going  without  a  medium  of  exchange. 
The  issue,  if  on  a  most  limited  scale  and  under  the 
strictest  of  regulations,  could  be  maintained.  It 
should  in  this  case  form  only  a  small  proportion  of 
the  total  circulation,  leaving  a  large  vacuum  for  rupees. 
An  inconvertible  note  issue  is  a  special  case  of 
monopoly  value.  On  account  of  the  fact  that  the 
notes  are  legal  tender  and  that  banks  and  merchants 
require  legal  tender  for  everyday  purposes  for  loans 
and  till  money  a  demand  will  be  created.  "  Business 
conditions,"  one  writer  puts  it,  "  remaining  unchanged, 
the  limit  of  possible  issue  without  depreciation  is  the 
number  of  units  in  circxilation  before  the  paper  money 
was  issued,  the  saturation  point  of  full  weight  and 
full  value  coins.      Because   Governments   generally 
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have  not  stopped  at  that  point,  paper  money  has 
depreciated." 

Inconvertible  notes  usually  by  the  operation  of 
Gresham's  Law  displace  metallic  money,  such  as 
rupees,  which  would  tend  to  be  driven  into  hoards, 
or  at  any  rate  out  of  circulation.  The  notes  would 
ordinarily  be  thrown  into  circulation,  people  being 
unwilling  to  keep  them  for  any  length  of  time  through 
fear  of  their  possible  depreciation.  Monetary  history 
shows  that  both  in  France  and  in  the  United  States 
coins  disappeared  from  circulation,  especially  when 
the  depreciation  or  discoimt  on  the  notes  was  great. 
In  India  the  rupee  and  other  forms  of  metallic  currency 
are  deeply  rooted,  and  there  is  the  danger  of  incon- 
vertible notes  becoming  either  discredited  or  rela- 
tively over-issued.  By  "  over-issued "  is  meant 
the  issue  beyond  the  point  where  prices  remain  the 
same  as  under  a  specie  regime.  There  is  also  the 
difl&culty  of  the  reverse  process  of  over-issue,  some- 
times far  from  easy,  however  partial  may  be  the 
inconvertibility,  viz.  the  return  to  specie  payments, 
whether  by  a  redemption  of  the  paper  at  its  face 
value  or  at  its  market  value.  The  greatest  defect 
of  making  notes  temporarily  inconvertible  is  certainly 
their  effect  upon  prices.  Suppose  a  large  amount  of 
Council  drafts  were  sold  in  London  and  paid  in  India 
not  in  notes  and  rupees  but  in  inconvertible  notes. 
The  Secretary  of  State  would  no  longer  be  compelled 
to  regulate  such  sales  in  the  light  of  rupee  balances 
in  India  and  future  purchases  of  silver.  As  a  matter 
of  administrative  practice  the  sales  would  certainly 
be  limited.  The  Government  of  India  would,  in  turn, 
also  no  longer  have  to  watch  sedulously  their  rupee 
balances.    The  results  of  an  increase  of  inconvertible 
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paper  on  prices,  unless  most  carefully  managed,  are 
not  very  difficult  to  imagine.  Tlie  mercantile  com- 
munity and  others  extilarated  by  rising  prices  demand 
more  and  more  notes  to  meet  the  higher  and  higher 
price  level.  All  the  consequences  of  such  a  rise 
begin  to  appear,  and  are  too  well  known  to  be  set 
out  in  detail.  Creditors  lose ;  debtors  gain  ;  trade  is 
rendered  uncertain  and  speculative.  Not  infrequently 
men's  minds  become  unsettled,  and  the  most  ele- 
mentary lessons  on  the  nature  and  efEects  of  money 
have  to  be  retaught  often  in  the  teeth  of  the  most 
violent  opposition.  It  becomes  extremely  difficult 
to  maintain  the  level  of  the  paper  at  its  declared 
value  in  coin,  and  the  only  means  of  doing  so  is  in 
direct  redemption  in  specie. 

The  main  argument  in  favour  of  facing  temporary 
inconvertibility  is  that  it  would  be  an  alternative 
to  stability  of  exchange.  Another  argument  is  that 
paper  is  a  cheap  medium  and  there  is  thus  a  saving 
of  many  crores  which  would  otherwise  be  spent  in 
buying  silver  at  high  prices.  Assuming  that  the 
notes  will  not  be  rejected,  there  is  nothing  to  interfere 
with  their  fitting  in  to  the  gold  exchange  standard. 
Notes  will  be  paid  out  in  India  to  meet  Council  drafts, 
and  notes  will  be  received  by  Government  in  India 
for  gold  bills  on  London.  Before  the  printing  press 
is  made  to  produce  an  inconvertible  paper  currency 
it  has  to  be  decided  whether  on  balance  the  purchase 
of  silver  is  really  or  supposedly  impossible  and 
whether  the  possible  rise  in  exchange  is  the  less  of 
two  evils.  There  are  very  real  arguments  against 
the  introduction  of  an  inconvertible  note  issue,  even 
if  it  is  only  temporary  and  only  for  certain  denomina- 
tions of  notes,  in  a  country  where  ninety-four  per  cent 
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of  the  population  is  still  illiterate,  where  the  people 
have  not  become  habituated  to  the  use  of  paper  to  a 
large  extent,  and  where  the  rupee  has  for  hundreds 
of  years  been  not  only  the  chief  circulative  medium 
but  a,  one  may  even  say  "  the,"  store  of  value.  In 
the  history  of  the  Government  Paper  Currency  in 
India  there  has  on  no  occasion  been  an  inconvertible 
note  issue.  Custom  and  habit  coimt  for  more  in 
India  than  in  a  western  country,  and  with  the  popu- 
lation constituted  as  it  is  any  signs  of  inconvertibihty 
may  discredit  the  note  issue.  Notes  will  thus  fall  to 
a  discount,  and  the  absence  of  metalUc  currency 
affected  by  Gresham's  Law  may  cause  not  only 
inconvenience  but  loss  to  the  poorer  classes.  The 
element  of  possible  discredit  must  be  carefully  con- 
sidered, but  never  to  the  exclusion  of  the  quantity  of 
such  notes  which  is  the  chief,  if  not  the  only,  safe- 
guard against  depreciation.  There  is,  as  the  crisis 
of  1918  proved,  always  an  army  of  rogues  who  will 
take  advantage  of  the  ignorance  of  their  fellows  and 
levy  toll  from  those  who  desire  metallic  currency  for 
notes.  There  is  also  the  danger  of  irredeemable 
paper  affecting  Government's  financial  prestige  not 
merely  in  India  but  in  the  international  money  market, 
London.  Financial  prestige  is  a  very  deUcate  piece 
of  furniture,  and  we  cannot  attack  the  cobwebs  on  it 
with  a  Turk's-head  mop. 

There  are  not  a  few  who  hold  that  fixity  of  exchange 
may  be  purchased  at  too  high  a  price  and  should  only 
be  entered  upon  in  some  great  exigency  of  national 
life.  Among  supporters  of  this  view  is  General 
Francis  Walker,  who  firmly  believed  that  the  issue 
of  inconvertible  paper  was  never  a  sound  measure  of 
finance,  no  m3.tter  how  hedged  in  the  proposals  are, 
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no  matter  what  the  stress  of  the  national  exigency 
may  be. 

"  It  is  to  my  mind,"  he  writes  in  a  well-known  chapter 
on  inconvertible  paper  in  his  Political  Economy,  "  the  highest 
proof  ever  afforded  of  the  supreme  intellectual  greatness  of 
Napoleon,  that  during  twenty  years  of  continuous  war,  often 
single-handed  against  half  the  powers  of  Europe,  he  never 
was  once  driven  to  this  desperate  and  delusive  resort.  I 
hold  any  man  to  be  something  less  than  a  statesman,  in  the 
full  sense  of  that  word,  who,  under  any  stress  of  fiscal  exigency, 
supports  or  submits  to  a  measure  for  the  issue  of  paper  money 
not  convertible  at  the  instant,  on  demand,  without  conditions, 
into  coined  money  of  its  full  denominative  value.  The 
political  arguments  by  which  such  measures  are  always 
supported,  on  the  outbreak  of  war,  seem  to  me  the  veriest 
trash,  due  half  to  ignorance  and  half  to  cowardice." 

To  sum  up.  Inconvertibility  of  a  more  or  less 
permanent  nature  is  altogether  outside  practical 
politics  in  India.  It  would  lead  not  only  to  great 
currency  difficulties  but,  as  the  Bengal  Chamber  of 
Commerce  points  out,  to  "  grievous  political  unrest 
and  disturbance  as  to  be  also  beyond  the  limits  of 
consideration."  As  regards  a  temporary  flirtation 
with  inconvertibility  {qiiod  avertat  Deus),  the  view  of 
the  Chamber  is  that  the  dangers  to  such  a  procedure 
are  great,  but  they  would  be  prepared  to  face  this 
possibility  of  a  resort  temporarily  to  inconvertibiHty 
rather  than  to  see  exchange  fixed  at  so  high  a  figure 
as  seriously  to  damage  the  export  and  industry  of 
India.  To-  lessen  the  disastrous  effects  of  temporary 
inconvertibiHty  they  suggest  (1)  a  great  increase  in 
the  metallic  portion  of  the  Paper  Currency  Reserve. 
(They  do  not  say  how  the  silver  is  to  be  got  to  do  this.) 
"  Government  could  then  announce  that  while,  owing 
to  the  high  price  of  silver,  it  was  temporarily  impossible 
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for  them  to  encash,  all  notes  submitted,  they  still  had 
very  large  silver  reserves  and  would  continue  to  pay 
the  salaries  of  their  small  salaried  staff  in  rupees, 
would  provide  silver  for  payment  of  labour,  would 
receive  payment  in  notes  for  land  revenue  and  all 
taxes,  and  as  soon  as  possible  would  resume  silver 
payment  in  full."  We  doubt  the  feasibility  of  this, 
and  the  risks  are  greater  than  at  first  meet  the  eye  ; 
(2)  an  ample  supply  of  R.  1  notes ;  and  (3)  large 
stocks  of  nickel  coins  ready  for  issue.  "  If  power  so 
to  refuse  were  given  to  the  Secretary  of  State  (of 
declaring  inconvertibility)  to  be  used  only  when  the 
price  of  silver  in  the  rupee  rose  and  remained  above 
the  exchange  value,  he  would  be  enabled  to  stand 
out  of  the  silver  market.  The  result  would  be  a  duel 
between  the  silver  producers  and  merchants  on  the 
one  side  and  India  on  the  other  ;  and  in  view  of  the 
enormous  share  of  the  world's  silver  supply  which 
India  consumes,  the  issue  would  not,  in  the  opinion 
of  the  Chamber,  be  long  in  doubt."  Under  certain 
conditions  Government  could  maintain  temporarily, 
without  any  great  dramatic  effect,  an  inconvertible 
paper  currency.  This  issue  should  form  only  a  small 
proportion  of  the  total  circulation.  History,  however, 
shows  that  the  first  issue  of  a  temporary  inconvertible 
paper  currency  has  been  made  always  reluctantly 
and  under  solemn  assurances  that  it  would  not  be 
increased.  A  new  emergency  arises,  and  the  previous 
pledges  become,  as  Shakespeare  would  say,  "  false 
as  dicers'  oaths."  The  dangers  in  an  illiterate  country 
like  India  are  the  risk  of  an  inconvertible  note  issue 
being  discredited  in  the  mofussil,^  the  temptation  to 
issue  notes  beyond  saturation  point,  perhaps  even 

1  Up-country,  away  from  large  towns. 
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without  adequate  provision  for  an  early  redemption, 
and  the  consequent  risk  of  a  depreciated  and  de- 
preciatory paper  currency. 


(4)  Economy  in  the  Use  of  Gold 

It  is  of  interest  to  see  on  the  one  hand  the  steps 
taken  to  economise  gold,  and  on  the  other  its  use 
in  1917  and  1918  to  assist  the  overstrained  rupee 
balances.  In  fact,  gold  was  at  such  a  premium  that 
it  was  driven  out  of  circulation  under  Gresham's  Law 
as  soon  as  it  made  its  appearance.  It  was  hardly 
currency  at  all  but  an  emergency  ration.  Since  Jime 
1917  private  imports  of  gold  were  acquired  under  the 
Gold  (Import)  Ordinance,  No.  Ill,  dated  29th  June 
1917,  which  was  superseded  by  the  Gold  (Import) 
Act  XXII  of  1917.  The  gold  so  acquired  passed 
into  the  Paper  Currency  Reserve,  an  equivalent 
amount  of  notes  being  issued  to  the  importers  from 
whom  it  was  obtained.  By  this  means  gold  holdings 
were  greatly  increased.  On  31st  March  1919  the  gold 
holdings  had  risen  to  £11,580,000  in  the  Indian 
branch  of  the  Paper  Currency  Reserve  as  compared 
with  £82,000  in  the  London  branch.  An  analogous 
transaction  which  also  strengthened  India's  gold  hold- 
ings was  the  arrangement  arrived  at  in  1917-18 
between  the  Home  Government,  Japan,  and  the 
Government  of  India,  under  which  the  Government 
of  India  were  to  receive  part  of  the  Bank  of  England's 
gold  held  in  Bombay.  This  gold  was  gold  from  the 
Indian  mines  and  from  South  Africa,  which,  to  avoid 
the  risk  of  submarines,  had  been  assayed  and  ware- 
housed in  Bombay  on  the  Bank's  behalf.  The  amount 
received  was  placed  in  the  Paper  Currency  Reserve, 
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and  an  equivalent  amount  of  notes  issued  to  the 
nominees  of  the  Japanese  Government.  On  the  other 
hand,  Government  were  on  certain  occasions  {e.g.  in 
1918  and  1919)  forced  to  issue  gold  coin  in  the  hope 
of  relieving  the  strain  on  their  silver  balances.  In 
1918  what  may  be  called  the  relief  issue  of  sovereigns 
amounted  to  about  £5,000,000,  the  chief  portion  of 
which  was  used  in  Northern  India  for  the  piirchase  of 
wheat  on  behalf  of  the  Royal  Wheat  Commission. 
Another  means  of  relieving  the  strain  on  silver  was 
the  sale  of  a  portion  of  the  raw  gold  held  in  Bombay 
on  behalf  of  the  Bank  of  England,  the  gold  bullion 
taken  over  in  India  by  Government  being  paid  for 
by  sovereigns  from  the  Reserve  in  London.  Between 
18th  January  and  26th  April  1918  over  £4,000,000  of 
bulUon  was  sold  in  this  way.  A  third  means  of 
relieving  the  strain  on  the  silver  balances  was  by  the 
coinage  of  gold.  In  view  of  the  acquisitions  under 
the  Gold  Import  Act,  the  question  of  a  gold  mint  for 
India  was  raised  (not  for  the  first  or  second  time). 
A  considerable  portion  of  the  gold  acquired  was  not 
in  the  form  of  sovereigns  but  in  foreign  gold  coin  and 
gold  bars,  and  therefore  not  available  for  currency. 
Before  the  establishment  of  a  branch  of  the  Royal 
Mint,  gold  mohurs  (fifteen-rupee  pieces)  were  coined 
in  1918  as  a  war  measure  owing  to  the  delay  in  the 
shipment  to  India  of  the  dies  for  the  sovereign  coinage, 
and  to  meet  an  emergency  caused  by  the  drain  on 
the  silver  balances.  On  16th  August  1918  a  branch 
of  the  Royal  Mint  commenced  the  coinage  of  sove- 
reigns. It  was  established  to  assist  in  meeting  the 
demand  for  currency.  These  questions  are  dealt 
with  at  greater  length  in  the  chapter  on  a  gold  cur- 
rency and  a  gold  mint.     It  is  intended  also  to  coin 
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unrefined  as  well  as  refined  gold.  Yet  another  means 
of  relieving  the  strain  on  rupees  by  gold  was  the 
coinage  of  gold  in  Australia  on  behalf  of  the  Govern- 
ment of  India.  By  Section  6  of  Act  XIX.  of  1917 
(the  Indian  Paper  Currency  Amendment  Act),  which 
is  to  continue  until  six  months  after  the  war,  pro- 
vision was  made  that  part  of  the  Currency  Reserve 
gold  may  be  held  in  any  part  of  His  Majesty's 
Dominions  or  in  transit  therefrom,  and  notes  issued 
against  such  gold  ia  India. 


(5)  The  Growth  of  the  Paper  Currency 

Next  as  to  Paper  Currency.  As  far  as  possible 
the  requirements  of  currency  in  circulation  and  in 
bank  reserves  were  met  by  notes.  The  total  increase 
of  58  per  cent  since  in  the  active  note  circulation, 
and  the  issue  of  small  notes  of  R.  1  and  R.  2/8  to  the 
extent  of  12,35  lakhs,^  are  definite  indications  of  the 
gratifying  progress  made  in  this  direction  : 

CmouLATiON  ov  Notes 
(In  orores  of  rupeea.) 
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1912     . 

61 

5 

56 

3 

8 

45 

1913     . 

69 

13 

56 

3 

6 

47 

1914     . 

66 

7 

59 

3 

6 

50 

1915     . 

62 

6 

56 

3 

9 

44 

1916     . 

68 

4 

64 

4 

7 

53 

1917     . 

86 

4 

82 

3 

12 

67 

1918     . 

100 

2 

98 

4 

10 

84 

1919     . 

153 

3 

150 

4 

12 

134 

1  At  the  close  of  March  1919. 


82        INDIAN  FINANCE  AND  BANKING     chap. 

The  gross  circulation  of  one-rupee  notes,  wMcli 
were  first  issued  on  December  1,  1917,  increased 
from  33  lakhs  on  March  31,  1918  to  10,51  lakhs  on 
March  31,  1919.  The  R.  2/8  denomination  was  put 
into  circulation  on  January  2,  1918.  The  value 
of  these  notes  in  circulation,  which  amounted  to 
R.  18  lakhs  at  the  end  of  March  1918,  reached  E,  1,84 
lakhs  at  the  close  of  March  1919.  The  circulation 
of  small  notes  would  have  been  more  satisfactory, 
especially  in  the  jute  districts  of  Eastern  Bengal, 
had  the  notes  been  printed,  if  possible,  on  waterproof 
paper.  In  India  notes  are  very  liable  (especially  in 
Bengal  with  its  vast  rivers)  to  damage  by  water,  and 
also  to  destruction  by  white  ants  and  rats. 

The  increase  in  the  gross  circulation  of  paper 
currency  in  India  at  the  end  of  December  1918,  as 
compared  with  the  pre-war  level,  was  109  per  cent. 
Omitting  Eussia,  the  home  of  Bolshevik  finance,  where 
the  paper  currency  has  increased  from  £163,000,000 
to  £17,900,000,000,  the  growth  in  the  following  seven 
countries — the  United  Kingdom,  India,  Canada, 
United  States  of  America,  France,  Japan,  and  Ger- 
many—is £3,409,000,000,  or  323  per  cent. 

It  is  imperative  in  a  country  Like  India,  where  the 
cheque  is  not  likely  to  be  a  popular  form  of  currency 
up-country,  to  encourage  the  use  of  notes  as  a  medium 
of  exchange.  In  1918  the  bulk  of  the  jute  crop  was 
financed  for  the  first  time  by  notes  in  place  of  rupees. 
In  1918  the  Bank  of  Bengal  remitted  to  Dacca, 
Naraingunge,  and  Chandpur  in  the  busy  season, 
August  to  October,  for  the  moviug  of  the  jute  crop, 
E.  5,67  lakhs  in  notes  and  only  52  lakhs  in  rupees. 
In  the  corresponding  period  of  1913,  E.  6,78  lakhs 
were  remitted  in  rupees  and  only  E.  2  lakhs  in  notes. 
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Similarly  the  cotton  crop  was  almost  entirely  financed 
by  notes.  A  further  illustration  of  the  extended  use 
of  notes  is  given  in  Calcutta,  where  one  of  the  largest 
exchange  banks  in  March  1914  received  86"7  per  cent 
of  its  total  receipts  in  notes  ;  in  March  1919  this  had 
risen  to  96"  27  per  cent,  leaving  only  a  paltry  3"  73 
per  cent  in  rupees.  In  the  earlier  part  of  the  period 
efforts  were  continued  to  popularise  the  note  issue  by 
increasing  its  convertibility  at  treasuries.  In  1918 
these  measures  had  to  be,  temporarily  it  is  hoped, 
suspended.  The  rapid  extension  of  the  paper  cur- 
rency, especially  in  the  crisis  of  1918,  led  (1)  to  an 
increased  demand  for  subsidiary  coins,  as  the  pheno- 
menal absorption  of  small  coin  in  1918-19  on  p.  57 
shows ;  and  (2)  to  a  graver  consequence,  the  notes 
changing  hands  in  many  places  at  a  discount.  This 
latter  question  is  a  defect  hardly  removable  except 
by  the  renewal  of  encashment  of  the  notes  at  every 
treasury  in  India.  This  is,  as  the  Finance  Member 
said  in  the  Legislative  Council  in  March  1919,  "  a 
consummation  devoutly  to  be  wished  for,  but  at 
present  somewhat  distant.  Happily,  however,  signs 
are  not  wanting  that  the  people,  as  personal  experi- 
ence tells  them  that  notes  are  accepted  by  Govern- 
ment at  their  face  value,  are  acquiring  greater 
confidence  in  resisting  improper  attempts  to  exact 
commission.  It  would  be  idle  to  pretend  that  paper 
can  ever  be  viewed  by  the  ordinary  villager  with 
the  same  assurance  as  metallic  currency  ;  the  whole 
conditions  of  his  life  make  that  impossible  ;  but  it  is 
legitimate  to  hope  that,  for  the  daily  transactions  of 
the  market,  our  paper  currency  will  steadily  grow  in 
popularity.  Gratifying  confirmation  of  this  hope  is 
foomd  in  the  imexpected  readiness  with  which  oiir 
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new  low  value  notes  have  been  accepted  by  the 
pubUc." 

In  addition  to  the  increase  in  the  circulation  of 
paper  currency,  we  must  add  another  of  its  charac- 
teristics in  war  time.  We  refer  to  the  process  of 
increasing  the  fiduciary  portion  of  the  Paper  Currency 
Reserve  (sometimes  known,  especially  with  regard  to 
the  investment  of  India  Treasury  biUs,  as  the  water- 
ing of  the  currency),  which  has  proceeded  apace  since 
1917.  It  is  a  somewhat  depressing  indication  of  the 
great  financial  needs  of  a  world  at  war  which  requires 
a  huge  creation  of  bujdng  power.  How  far  the  invest- 
ments in  the  Paper  Currency  Reserve  were  increased 
will  be  seen  in  the  following  table  (in  £  millions 
sterling) : 


Paper  Cubbbncy  Reserve  Investments  as  on  March  31 


1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Investments — 
In  rupee  securities :  * 

(1)  3i  per  cent  loan  of  1842-43  . 

(2)  3  per  cent  loan  of  1896-97     . 

(3)  Indian  Treasury  bills     . 

Total  (India)       .       .       . 
In  sterling  securities : 

(1)  2J  per  cent  Consols 

(2)  British  Treasury  bills    . 

Total  (London)    . 

Grand  total 

5 
1 

5 
1 

5 
1 

5 
1 

5 
1 

5 
1 
4 

6 
3 

6 
3 

6 

3 

4 

6 

3 
23 

6 

2 
32 

10 

1 
54 

3 

3 

7 

26 

34 

55 

9 

9 

13 

32 

40 

65 

*  Rupee  figures  converted  at  the  rate  o£  £1=E.  15. 

The  rise  noticed  as  early  as  1916  was  due  to  the 
internal  currency  position,  which  has  given  rise  to 
considerable  anxiety  owing  to  the  persistent  hoarding 
of  rupees,  the  disappearance  of  gold  from  circulation, 
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and  the  continuous  heavy  military  payments,  as  well 
as  large  advances  to  cultivators  in  the  tracts  afflicted 
with  scarcity.  Borrowing  from  the  Paper  Currency 
Reserve  in  order  to  meet  the  expenses  of  the  war  is 
never  a  wholesome  exercise.  It  was  a  means  of 
producing  currency  by  the  printing  press,  and  once 
begun  was  very  apt  to  continue.  In  India  it  has  been 
pursued  on  a  relatively  modest  scale,  as  compared 
with  countries  nearer  to  the  scene  of  action,  where  the 
material  loss  which  fell  upon  the  world  in  these  four 
years  has  been  very  great.  Of  all  the  forms  of  in- 
creasing our  currency  investment  that  of  purchasing 
our  own  Treasury  bills  is  the  least  desirable,  and  now 
that  the  tide  has  tixrned  this  method  of  making 
additional  currency  will  be  discontinued.  Some  con- 
traction will  perhaps  be  possible.  In  1918  India 
Treasury  bills  were  placed  in  the  Reserve.  This  was 
done  by  the  Controller  of  Currency  (who  is  also  Head 
Commissioner  of  Paper  Currency)  causing  to  be  filled 
in  Treasury  bills  in  favour  of  the  Head  Commissioner 
of  Paper  Currency  to  the  amount  of  the  investment. 
Notes  to  that  amount  were  then  issued.  This  re- 
sulted in  an  increase  in  the  circulation  of  notes  and 
in  the  invested  portion  of  the  Paper  Currency  Reserve. 
There  was  simply  an  increase  in  the  floating  debt 
of  Government,  notes  being  set  free  to  the  extent  of 
the  paper  cost  of  the  Treasury  bUls.  When  British 
Treasury  bills  were  purchased  by  the  Secretary  of 
State  and  placed  in  the  London  branch  of  the  Paper 
Currency  Reserve,  a  corresponding  increase  in  the 
circulating  medium  of  notes  was,  as  we  have  seen, 
made  in  India. 
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(6)  Council  Drafts 

In  the  first  period,  the  period  of  uncertainty, 
which  ended  in  the  autumn  of  1915,  reverse  drafts 
were  sold  in  comparatively  large  quantities.  In 
1914r-15  reverse  drafts  and  transfers  were  sold  to  the 
extent  of  £8,707,000,  bills  at  Is.  3|fd.  per  rupee, 
transfers  at  Is.  Sffd.  and  Is.  3f|d.  In  1915-16, 
£4,893,000  deferred  transfers  were  sold  at  Is.  3f|d. 
In  1918-19  reverse  drafts  were  sold  to  the  extent  of 
£5,315,000  at  Is.  6^d.  for  bills  and  Is.  5|id.  for 
immediate  telegraphic  transfers.^  With  the  revival 
of  trade  and  confidence  in  the  latter  part  of  1915-16 
the  demand  in  London  for  Council  drafts  recom- 
menced. The  sales  and  average  rate  of  exchange 
were  as  follows  : 


1915-16. 

1916-17. 

1917-18. 

1918-19. 

Sales  of  Counca  bills  and  tele- 
graphic transfers (in  ororea 
of  rupees)     .... 

Average  rate  of  exchange 
(pence  per  rupee) 

30 
16-087 

49 
16-148 

51 
16-532 

29 
17-544 

For  those  who  wish  to  see  at  a  glance  the  fixed  rates 
for  these  drafts  when  exchange  was  raised,  a  table  has 
been  inserted  on  p.  306. 

We  sometimes  hear  that  the  Indian  gold  standard 
has  broken  down  because  our  foreign  exchanges  have 
not  kept  to  their  pre-war  limits.  Such  a  statement 
is  both  misleading  and  incorrect.  The  Cunliffe 
Committee  on  "  Currency  and  Foreign  Exchanges 
after  the  War  "  deals  with  this  point  in  regard  to  the 
English  gold  standard.      "  It  will  be  observed  that 

1  See  Chapter  IX.  p.  271. 
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the  fall  in  a  number  of  the  foreign  exchanges  below 
the  old  export  specie  points  which  has  taken  place 
since  the  early  part  of  1915  is  not  by  itself  a  proof 
that  the  gold  standard  has  broken  down  or  ceased  to 
be  effective.  During  the  present  war  the  depreda- 
tions of  enemy  submarines,  high  freights,  and  the 
refusal  of  the  Government  to  extend  state  insurance 
to  gold  cargoes  have  greatly  increased  the  cost  of 
sending  gold  abroad.  The  actual  export  specie  point 
has,  therefore,  moved  a  long  way  from  its  old  position. 
In  view  of  our  enormous  demands  for  imports,  coupled 
with  the  check  on  our  exports  due  to  the  war,  it  was 
natural  that  our  exchanges  with  neutrals  should  move 
towards  the  export  specie  point.  Consequently,  the 
fall  in  the  export  specie  point  could  by  itself  account 
for  a  large  fall  in  our  exchange  rates.  Such  a  fall 
must  have  taken  place  in  the  circumstances,  even 
though  all  the  conditions  of  an  effective  gold  standard 
had  been  fully  maintained."  Mutatis  mutandis  the 
same  is  true  of  the  Indian  standard.  During  this  war 
period  there  were  (1)  large  exports  of  munitions  of  war, 
(2)  greatly  curtailed  imports,  and  (3)  cataclysmic 
changes  in  the  movement  and  in  the  cost  of  remitting 
treasure.  The  fulcrum  of  the  whole  system,  the  gold 
standard  reserve,  is  undoubtedly  strong,  and  the 
standard  is  operating  to-day  in  the  way  that  it  did 
before  the  war.  The  machinery  is  the  same.  Only 
the  exchange  value  of  the  rupee  has  moved  away 
from  Is.  4d.  to  a  higher  level,  because  it  was  impossible 
to  turn  out  rupees  at  a  loss,  and  to  place  a  permanent 
premium  on  the  melting  and  export  of  rupees. 

In  very  few  other  countries  has  sterling  exchange 
been  regulated,  certainly  up  to  the  autumn  of  1917, 
with  such  advantage  to  trade.    If  exchange  had  not 
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been  controlled,  and  if  instead  of  being  pegged  it  had 
been  left  to  find  its  own  level  under  the  normal  laws 
of  supply  and  demand,  it  would  have  soared  to  a  much 
higher  level,  and,  what  is  particularly  undesirable,  it 
would  have  fluctuated  at  frequent  intervals.  So  far 
from  breaking  down  in  the  strain  and  stress  of  war 
the  Indian  currency  system  has  shown  that  it  possesses 
the  two  attributes  of  an  ideal  currency,  security  and 
elasticity.  Greater  security,  it  is  true,  is  still  mostly 
desirable,  as  the  war  has  indicated,  in  regard  to  the 
rupee  reserves  in  India  and  the  gold  holdings  abroad. 
The  elasticity  of  the  system  is  seen  in  various  ways. 
It  is  also  seen  in  the  issue  of  notes.  Since  the  out- 
break of  war,  when  the  ear-marking  of  gold  in  London 
was  no  longer  possible  as  in  pre-war  days,  notes  have 
been  issued  against  British  Treasury  bills  and  also 
against  gold  deposited  (usually  by  Exchange  Banks 
or  their  agents)  in  Australia  and  elsewhere  in  the 
Dominions.  Increased  facilities  have  been  made  for 
the  conversion  of  notes  at  district  treasuries  and  at 
certain  branches  of  the  Presidency  Banks,  and  not 
merely,  as  the  law  requires,  at  special  currency  centres. 
Elasticity  is  also  evident  in  the  issue  of  funds,  since 
Government  maintain  a  separate  treasury  system  as 
in  the  United  States.  The  transfer  of  balances  from 
one  part  of  the  country  to  another  for  Government's 
own  purposes  or  for  banks  or  firms  need  not  again  be 
described.  These  transfers  are  frequently  on  a  large 
scale,  and  Government,  by  their  commanding  position 
in  this  respect  and  also  in  the  sale  of  Council  drafts 
drawn  by  the  Secretary  of  State  in  Calcutta,  Bombay, 
and  Madras,  render  very  great  assistance  to  trade  in 
the  making  of  remittances.  Lastly,  the  elasticity  of 
the  currency  system  was  improved  during  war  time 
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as  a  result  of  the  large  disbursements  that  had  to  be 
made  in  the  money  market.  It  was  necessary  to 
avoid  anything  in  the  nature  of  an  excessive  stringency, 
especially  in  the  raising  of  loans.  It  was  equally 
necessary  to  attempt  the  solution  of  an  old  question 
— the  holding  of  large  balances  by  Government  in  the 
busy  season  at  a  time  when  the  demand  for  currency 
is  at  its  greatest.  It  was  decided,  therefore,  to  grant 
temporary  loans  from  these  balances  to  the  Presidency 
Banks  during  the  busy  season.  By  granting  loans 
through  these  central  banking  institutions  these  re- 
sources were  made  available  at  times  of  stringency 
in  the  most  effective  possible  manner.  The  locking 
up  of  funds  in  the  Reserve  treasuries  was  also  reduced 
to  a  minimum.  The  decrease  in  recent  years  in  the 
holdings  in  Reserve  treasuries  is  very  noticeable.  The 
balances  of  Government  at  the  Presidency  Banks 
were  kept  much  above,  sometimes  very  much  above, 
previous  standards.  The  policy  was  also  further 
extended  by  leaving  the  proceeds  of  public  loans  with 
the  banks  until  actually  required.  The  chief  problem 
in  the  future  will  be  to  perfect  this  elasticity  and  to 
make  the  system  still  more  flexible  to  trade  require- 
ments. With  a  greater  development  of  banking 
habits  this  will  be  brought  about.  An  improved 
banking  system  possessing  a  network  of  branch  banks 
up  and  down  the  coxmtry-side — ^in  which  a  Central  or 
State  Bank  or  a  Board  like  the  Federal  Reserve  Board 
of  the  United  States  would  have  a  directing  influence 
— ^would  no  doubt  lead  to  the  management  of  the 
treasury  balances  and  the  paper  currency  by  such  a 
bank  with  still  greater  elasticity  to  the  currency 
system. 
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IV 

Summary— 1914  to  1919 

Among  the  lessons  that  we  have  learnt  and  are 
learning  as  a  result  of  the  experience  gained  during 
the  war,  the  most  fruitful  on  after- war  currency  policy- 
are  (1)  the  value  of  liquid  gold  in  reserves ;  (2)  the 
importance  of  imports  of  treasure,  especially  gold,  in 
the  liquidation  of  the  balance  of  trade  in  favour  of 
India  ;  and  (3)  the  necessity  of  large  rupee  balances 
ready  to  meet  abnormal  strain.  The  first  period 
repeated  the  lesson  of  the  exchange  crisis  of  1907-8, 
the  necessity  of  adequate  and  liquid  reserves  of  gold 
to  prevent  a  weakening  of  exchange.  The  second 
period  gave  birth  to  new  ideas  on  the  high  importance 
of  silver  in  the  Indian  currency  system,  and  also  to  a 
condition  of  things  that  the  Chamberlain  Commission 
did  not  envisage.  In  paragraph  79  of  their  Keport 
the  Commission  said,  with  reference  to  the  Gold 
Standard  Eeserve,  that  it  is  "  only  to  provide  a  reserve 
sufficient  to  convert  into  sterling  such  amount  of 
rupees  as  may  at  any  moment  seek  export ;  in  other 
words,  such  amount  as  the  owners  require  to  exchange 
for  sterling  in  order  to  settle  debts  due  in  sterling." 
It  was  not  always  realised  before  the  war  that  the 
excess  of  exports  over  imports  of  commodities  was 
liquidated  to  the  extent  of  46  per  cent  by  the  import 
of  treasure  on  private  account  {i.e.  excluding  trans- 
actions which  do  not  enter  into  the  balance  of  trade), 
and  of  this  37  per  cent  was  in  gold.  It  was  the 
reduction  in  this  percentage  of  treasure  to  2  per  cent 
in  1916-17,  25  per  cent  in  1917-18,  and  O'l  per  cent 
in  191 8-1 9  that  drew  public  attention  to  this  important 
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fact.  It  inevitably  produced  a  strain  on  rupee 
balances,  and  this  forced  Government  to  purchase 
silver  to  keep  up  its  balance  to  a  working  minimum. 
The  excess  of  exports  over  imports  of  commodities 
was  liquidated  to  the  extent  of  50  per  cent  by  the 
import  of  treasure  (excluding  transactions  not  enter- 
ing into  the  balance  of  trade),  both  on  private  and  on 
Government  account  in  the  five  pre-war  years.  In 
1916-17  this  percentage  was  25  ;  in  1917-18,  50,  and 
in  1918-19,  75.^  It  was  Bagehot  who  said  that  "  one 
of  the  greatest  pains  is  the  pain  of  a  new  idea."  India 
cannot  be  denied  a  share  of  the  world's  gold  without 
grave  consequences  to  her  rupee  exchange,  and  hence 
to  her  commerce  and  industry.  The  legislation  of 
April  23,  1918,  in  America,  the  most  important 
legislation  of  its  kind  in  any  country  for  over  a  quarter 
of  a  century,  was  indeed  a  crowning  mercy.  It  is 
unlikely  that  a  similar  stroke  of  good  fortune  wiU 
again  present  itself  to  enable  the  Finance  Depart- 
ment of  the  Government  of  India  to  shovel  out 
rupees  with  such  persistency  and  skill  as  in  1918-19. 
More  education  and  better  education  to  remove  the 
appalling  illiteracy,  and  therefore  distrust,  will  take 
time,  but  it  is  one  of  the  many  of  our  Indian  problems 
that  is  so  well  worth  the  doing. 

Silver,  it  seems,  will  always  try  to  habilitate  itself 
in  India,  especially  if  gold  is  hoarded  in  the  reserves 
of  other  countries.  We  can  economise  by  a  careful 
use  of  convertible  notes  and  by  an  extended  use  of 
nickel,  perhaps  also  of  German  silver,  for  subsidiary 
coinage,  such  as  four-  and  eight-,  perhaps  even 
twelve-,  anna  pieces.    But  subsidiary  coinage  is  small 

^  These  percentages,  which  are  high  compared  with  those  on  private 
account,  are  due  to  the  large  imports  of  silver  by  Government. 
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in  comparison  with  rupee  coinage.  The  one-anna 
nickel  piece  introduced  in  1907  and  the  two-anna  nickel 
piece  in  1918  have,  as  we  have  seen,  proved  to  be 
popular. 

Signs  of  improvement  have  dawned  in  the  financial 
sky  in  1919,  but  the  refurbishing  of  our  currency- 
armoury  and  the  removal  of  the  cobwebs  were  not 
to  be  delayed.  That  the  Indian  Currency  Committee 
have  set  out  to  do  in  very  difficult  circumstances,  and 
it  will  call  for  the  exercise  of  the  greatest  skill  and 
ingenuity. 


CHAPTER  IV 

INDIAN  CURRENCY  IN  THE   NINETEENTH  CENTURY 

I 

The  Four  Currency  Periods 

There  is  an  almost  Euclidian  precision  about  the 
main  events  in  Indian  currency  during  the  nineteenth 
century.  We  have,  therefore,  no  reason,  since  the 
maia  events  stand  out  in  great  clearness,  to  be  repelled 
by  the  details  which  are  to  be  found,  one  might  even 
say  in  bales,  in  the  archives  of  Government.  With 
a  little  of  the  art  of  selection  one  can  pick  out  from 
these  papers  the  facts  which  will  tell  most.  The 
century  divides  itself  conveniently  into  four  periods. 
There  is  in  the  first  place  the  period  up  to  the  passing 
of  Act  XVII.  of  1835,  the  year  in  which  one  uniform 
silver  rupee  was  declared  to  be  the  standard  coin 
for  the  whole  of  British  India.  The  second  period 
comprises  nearly  forty  years  following  the  passing  of 
the  Act  of  1835.  It  extends  up  to  the  Resolution 
by  the  Grovernment  of  India,  dated  May  7,  1874. 
This  was  the  period  in  which  efforts  were  made  to 
introduce  a  gold  currency,  and  proposals  for  a  gold 
standard  were  put  forward  in  more  than  one  quarter. 
The  third  period  extends  from  1874  to  1893.     It  was 

93 
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the  period  of  a  falling  and  unstable  exchange  with 
all  its  attendant  woes.  This  was,  too,  the  period  of 
agitation  for  currency  reform.  The  fourth  and  last 
period,  from  1893  to  1900,  saw  the  closing  of  the 
Mints  to  the  free  coinage  of  silver  and  the  switching 
on  of  India  to  the  gold  standard,  the  standard  in 
vogue  in  all  the  chief  countries  of  the  world  except 
China.  In  these  seven  eventful  years,  eventful  from 
a  financial  and  currency  point  of  view,  there  were 
two  Committees  on  Indian  Currency — the  Herschell 
Committee  which  reported  in  May  1893,  and  the 
Fowler  Committee  which  submitted  its  valuable 
report  in  July  1899. 

II 

The  First  Period  (to  1835) 

In  the  first  of  these  four  periods  there  are  very 
many  events  of  interest  to  the  numismatist,  but  of 
much  less  importance  to  the  student  of  currency. 
We  must,  therefore,  be  studiously  careful  not  to  be 
beguiled  into  looking  at  the  trees  in  place  of  the 
wood.  Our  sources  are  entirely  official  despatches, 
regulations.  House  of  Commons  papers,  and  the  work 
of  a  very  remarkable  man,  James  Prinsep,  F.R.S., 
whose  "  Useful  tables  illustrative  of  the  coins, 
weights,  and  measures  of  British  India  "  is  almost  the 
locus  classicus  of  this  period.  Prinsep^  (1799-1840) 
arrived  in  Calcutta  in  1819  as  Assistant  Assay  Master 
at  the  Calcutta  Mint.  In  1832  he  succeeded  Dr. 
Wilson  (afterwards  Boden  professor  of  Sanskrit  in 
Oxford)  as  Assay  Master  and  Secretary  to  the  Mint 

1  The  famous  Prinsep's  Ghat  (or  landing-place),  Calcutta,  on  the  left 
bank  of  the  Hooghly  is  a  memorial  to  him. 
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Committee,  Calcutta.  He  was,  his  biographer  tells 
us,  the  author  of  the  reform  of  a  imiform  coinage, 
under  which  the  Company's  rupee  was  substituted 
in  1835  for  the  various  coinages  then  existing.  This 
measure  was,  as  we  shall  see,  successful,  and  by  the 
coinage  of  fifty  million  pieces  iu  one  year,  the  old 
sicca  ^  currency  of  Bengal  proper  was  entirely  replaced. 
The  main  feature  of  this  period  is  that  the  system 
of  currency  was  gradually  improved  and  unified  for 
the  whole  of  British  India.  The  currency  system 
was  based  upon  that  of  the  Mogul  Empire.  By  the 
end  of  the  eighteenth  century  there  were  so  much 
inconvenience  and  loss  from  the  circulation  of  so 
many  denominations  of  gold  and  silver  coins  of 
different  values  in  different  districts  ^  that  the  Court 
of  Directors  desired  the  adoption  of  one  general 
system  for  the  whole  of  the  Company's  possessions 
in  Asia.  This  was  forcibly  brought  out  in  a  Despatch 
from  the  Court  of  Directors  to  the  Madras  Govern- 
ment dated  April  25,  1806.  This  Despatch  resulted 
in  a  prolonged  discussion  with  that  Government  as 
to  the  standard  coins,  and  at  length  in  1818  a  pro- 
clamation was  issued  at  Madras  declaring  that  the 
silver  rupee  was,  in  future,  to  constitute  the  standard 
coin  of  the  Presidency  and  was  to  contain  165  grains 
of  pure  silver  and  15  grains  of  alloy.  In  the  Despatch 
of  1806  the  Directors  considered  that  "  the  money 
or  coin  which  is  to  be  the  principal  measure  of 
property  ought  to  be  of  one  metal  only,"  and  they 

'  From  the  Arabic  sihha,  a  coining  die ;  116  current  rupees  {chalani) 
were  equal  to  100  sicca  rupees,  or  106f  Company's  rupees.  In  the  Company's 
reports  to  Parliament  accounts  were  usually  in  "  current  rupees,"  which 
were  converted  into  sterling  at  the  rate  of  2s. 

^  Section  14  of  Bengal  Regulation  XXXV.  of  1793  gives  twenty-seven 
varieties  of  rupees  "  current  in  the  several  districts  "  to  which  the  Regula- 
tion was  to  apply. 
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had  no  doubt  that  in  India  such  coin  must  be  of  silver. 
The  standard  weight  of  the  coin,  they  considered, 
should  be  180  grains,  of  which  165  grains  or  ylths 
should  be  fine  silver,  and  15  grains  or  x^th  alloy  of 
copper. 

Although  we  are  fully  satisfied  of  the  propriety  of  the 
silver  rupee  being  the  principal  measure  of  value  and  the 
money  of  account,  yet  we  are  by  no  means  desirous  of  check- 
ing the  circulation  of  gold,  but  of  establishing  a  gold  coin  on 
a  principle  fitted  for  general  use.  This  coin,  in  our  opinion, 
should  be  called  a  gold  rupee,  and  be  made  of  the  same 
standard  as  the  silver  rupee,  viz.  180  troy  grains  gross  weight, 
and  165  troy  grains  fine  gold,  also  diAdded  into  halves  and 
quarters,  that  the  coins  of  both  gold  and  silver  should  be  of 
the  same  denomination,  weight,  and  fineness. 

In  the  proclamation  of  1818  the  public  accounts  of 
Madras  were  to  be  converted  from  the  star  pagoda 
into  the  Madras  rupee,  at  the  exchange  of  350  rupees 
for  100  pagodas.  The  coinage  of  the  pagoda  was 
discontiaued,  "  but,  for  the  convenience  of  the  public 
a  coinage  of  gold  rupees  will  be  issued,  and  will  be 
paid  and  received  by  all  public  officers,  at  such  rate 
as  may  be  determined  by  the  proclamation  of  Govern- 
ment. The  present  rate,  xmtil  altered  by  proclama- 
tion, will  be  that  of  one  gold  rupee  for  15  silver 
rupees."  In  1829  the  currency  of  Bombay  was 
equalised  with  that  of  Madras,  by  the  adoption  of 
the  180  grain  rupee  and  mohur  (gold  rupee).  Pre- 
vious to  the  Madras  Government  proclamation  of 
January  7,  1818  the  standard  coin  of  Madras 
was  the  gold  star  pagoda  of  52"56  grains,  19j 
carats  fine,  while  in  other  parts  of  India  the  coin  in 
most  common  use  was  the  rupee.  In  the  words 
of  the    Bengal  Regulation  XXXV.  of   1793,  silver 
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was  "  the  general  measure  of  value  throughout  the 
country." 

According  to  Prinsep,  the  unit  of  the  old  Hindu 
system  of  coinage  was  gold,  60  or  120  grains  weight 
showing  a  connection  with  the  Greek  drachma  and 
didrachma  of  gold ;  and  Mohammedan  rule  never 
having  gained  complete  ascendency  in  Southern 
India,  the  Mogul  system  of  coinage  of  Northern  India, 
with  its  characteristic  coins,  the  rupee  and  mohur, 
was  not  in  common  use. 

The  silver  rupee  was  introduced,  according  to  Abu'1-fazl, 
by  Sher  Shah,  who  usurped  the  throne  of  Delhi  from  Humayun 
in  the  year  1542.  Previous  to  his  time,  the  Arabic  dirham 
(silver  drachma),  the  gold  dinar  (denarius  auri),  and  the 
copper  faliis  (follis)  formed  the  currency  of  the  Moghul 
dominions.  .  .  .  We  may  assume  the  original  weight  of  the 
rupee  from  Abii'l-fazl's  statement  to  have  been  eleven  and  a 
quarter  mishas.  ^ 

Thus  the  rupee  has  been  in  existence  for  380  years. 
The  first  English  rupee  was  coined  nearly  250  years 
ago  in  Bombay,^  but  it  was  not  till  1758,  when 
British  rule  was  estabUshed,  that  British  rupee 
coinage  was  seriously  undertaken.  In  Mogul  times 
the  emperors  up  to  the  time  of  Mohammed  Shah 
coined  rupees  of  175  grains  pure.  Gold  was  allowed 
to  be  coined  only  in  Agra,  Ahmedabad,  Kabul,  and 
in  Bengal,  while  in  ten  other  places  silver  might  be 
coined,  including  Allahabad,  Surat,  Delhi,  Patna, 
Lahore,  Multan,  Tanda,  and  Kashmir.     In  twenty- 

'  Prinsep's  Tables,  p.  19  (1858  edition).  If  the  rupiya  (or  silver  piece) 
was  11 J  mashas,  and  if  the  Delhi  masha  is  15-5  grains,  this  coin  was  178-25 
grains  of  what  was  considered  pure  silver.  Chalmers  {Colonial  Currency, 
p.  336)  is  not  quite  correct  in  giving  the  weight  as  176  grains. 

^  The  Queen  Elizabeth  "  portculUs  pieces  of  eight "  were  coined  in 
1600  for  import  into  and  circulation  in  India.  "  The  rupee  of  Bombaim  " 
of  1677  weighed  167-8  grains. 

H 
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eight  minor  towns,  in  addition  to  the  former,  copper 
coinage  could  be  undertaken. 

But  to  return  from  this  digression.  In  1833  a 
Kegulation  (No.  VII.  of  1833)  in  which  the  hand  of 
Prinsep  is  clearly  evident  was  published.  The  pre- 
amble shows  how  uniformity  was  steadily  being 
attained.     It  runs  thus  : 

By  a  Resolution  of  the  Governor-General  in  Council, 
dated  the  10th  of  September  1824,  the  Furruckabad  rupee 
was  ordered  to  be  coined  of  180  grains,  165  fine  and  15  alloy, 
and  was  declared  the  legal  currency  of  the  Saugor  and  Ner- 
budda  territories.  It  is  considered  expedient  to  adopt  this 
weight  and  standard  for  the  Furruckabad  rupee  at  the 
Calcutta  as  well  as  at  the  Saugor  mint,  instead  of  that  described 
in  Section  V.  Regulation  XI.  1819,  from  which  it  differs  very 
slightly,  and  to  make  the  Furruckabad  currency  correspond 
in  weight  and  intrinsic  value  with  the  new  currency  of  the 
Madras  and  Bombay  Presidencies.  It  is  likewise  convenient 
to  make  a  trifling  alteration  in  the  weight  of  the  Calcutta  sicca 
rupee,  as  prescribed  by  Clause  1,  Section  I.  Regulation  XIV. 
1818.  It  is  further  convenient  to  introduce  the  weight  of 
the  Furruckabad  rupee  as  the  unit  of  a  general  system  of 
weights  for  Government  transactions  throughout  India  under 
the  native  and  well-known  denomination  of  the  tola. 

The  tola  was  made  equal  to  180  grains  troy. 
The  weight  and  standard  of  the  sicca  and  Furrucka- 
bad rupees  were  as  follows  : 


Weight 

Fine 

AUoy 

grains. 

grains. 

Staina. 

192 

176 

16 

180 

165 

15 

Calcutta  sicca  rupee    . 
Furruckabad  rupee 

and  their  fractions  in  proportion,  being  ^ths  pure 
and  ^th  alloy. 

From  an  examination  of  the  Calcutta  Mint  Com- 
mittee's Proceedings,  1833-1835,  we  find  that  the 
first  proposal  for  a  uniform  coinage  of  rupees  emanated 
from  Prinsep  in  a  letter  dated  April  12,  1833.     The 
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Governor-General  in  Council  approved  the  proposals 
to  make  (1)  tlie  Furruckabad  rupee  struck  at  the 
Calcutta  Mint  180  grains  troy  instead  of  180'234  as 
provided  by  Regulation  XI.  of  1819,  and  (2)  the 
Calcutta  sicca  rupee  192  grains  instead  of  191'916 
as  provided  by  Regulation  XIV.  1818  (Section  I.). 
Regulation  No.  VII.  was  accordingly  issued  in  1833. 
Steps  continued  to  be  taken  to  improve  and  to  unify 
the  rupee.  In  the  Mint  Proceedings  of  December 
1834  a  letter  dated  December  25  and  signed  by 
Sir  H.  Thoby  Prinsep  runs  thus  : 

The  Right  Hon'ble  the  Governor-General  of  India  in 
Council  is  prepared  to  take  immediate  steps  ...  to  confine 
the  coinage  to  rupees  of  180  grains  of  the  standard  current 
in  the  Madras,  Bombay,  and  Agra  Presidencies  and  in  the 
new  territory  of  the  Bengal  Presidency  in  discontinuance 
of  the  issue  of  Calcutta  sicca  rupees  of  the  19th  Sun  of  Shah 
Alum.i  It  will  be  necessary  for  the  Mint  Committee  to  make 
preparation  for  this  important  change,  and  His  Lordship  in 
Council  will  expect  to  receive  any  suggestion  on  the  subject 
that  the  Committee  may  think  it  necessary  or  proper  to 
ofEer. 

On  May  27,  1835,  a  Resolution  of  the  Finance 
Department  was  published  to  the  effect  that  "  It  has 
been  determined  by  the  Governor-General  in  Council 
to  establish  one  uniform  rupee  corresponding  in 
value,  weight,  and  standard  with  the  present  Fur- 
ruckabad, Madras,  and  Bombay  rupees,  but  of  new 
device,  and  to  declare  and  make  the  same  current 
in  all  the  presidencies  and  possessions  of  the  British 
Nation  in  India."  =    The  following  Act  (Act  XVII.) 

*  These  were  "  19  San  Sikkah  "  because  struck  in  the  nineteenth  year 
of  Shah  Alam,  the  last  of  the  Moguls.  San  or  Sun  is  a  year.  Like  Samvat 
it  is  also  applied  to  the  years  of  an  era  as  above. 

'  Quoted  in  the  June  Proceedings  (1835)  of  the  Calcutta  Mwt  Committee, 
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was  passed   on   August   17,   1835,   and   came   into 
force  with  effect  from  September  1  of  that  year  : 

I.  That  from  the  first  day  of  September  1835,  the  under- 
mentioned silver  coins  only  shall  be  coined  at  the  mints 
within  the  territories  of  the  East  India  Company — a  rupee, 
to  be  determined  by  the  Company's  rupee — a  half-rupee — 
a  quarter-rupee — and  a  double  rupee,  and  the  weight  of  the 
said  rupee  shall  be  180  grains  troy,  and  the  standard  shall  be 
as  follows  : 

xi  or  165  grains  of  pure  silver, 

xV  or  15  grains  of  alloy, 
and  the  other  coins  shall  be  of  proportionate  weight  and  of 
the  same  standard. 

IV.  That  the  said  rupee  shall  be  received  as  equivalent 
to  the  Bombay,  Madras,  Furruckabad,  and  Sonat  rupees,  and 
to  fifteen-sixteenths  of  the  Calcutta  sicca  rupee. 

V.  That  the  Company's  quarter-rupee  shall  be  a  legal 
tender  only  in  payment  of  the  fraction  of  a  rupee. 

VII.  That  the  under-mentioned  gold  coins  only  shall 
henceforth  be  coined  at  the  mints  within  the  territories  of 
the  East  India  Company.  [The  coins  were  the  gold  mohur 
or  R.  15  piece  of  the  weight  of  180  grains  troy  rlths 
fine,  a  five-,  ten-,  and  thirty-rupee  piece,  and  these  three 
coins  were  to  be  of  the  same  standard  as  the  gold  mohur.l 

IX.  That  no  gold  coin  shall  henceforth  be  a  legal  tender 
of  payment  in  any  of  the  territories  of  the  East  India 
Company. 

From  the  passing  of  this  Act  to  the  present  time 
the  weight  and  fineness  of  the  rupee  has  remained 
unchanged.  This  Act  also  made  this  rupee  the  sole 
standard  of  value  throughout  British  India.  It  is 
from  this  year,  too,  that  complete  returns  of  the 
imports,  exports,  and  coinage  are  available. 
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III 

The  Second  Period  (1835-1874) 

The  second  of  the  four  periods  covers  nearly  forty 
years.  By  Section  IX.  of  Act  XVII.  of  1835  no  gold 
was  henceforth  to  be  legal  tender  in  the  Company's 
territories  in  India.  From  time  to  time,  however, 
efforts  were  made  to  introduce  gold  into  circulation. 
By  a  proclamation  issued  on  January  13,  1841, 
treasury  officers  were  authorised  freely  to  receive 
gold  coins  struck  in  accordance  with  the  Act  of  1835 
at  the  rates  indicated  by  the  denomination  of  the 
pieces  until  these  should  have  exceeded  the  limits 
of  lightness  prescribed  in  that  proclamation.  Gold 
coins  were  thus  accepted  in  payment  of  pubKc  dues, 
but  they  were  not  popular.  Indeed  in  1847  we  are 
told  that  gold  formed  "  no  part  of  currency."  With 
the  influx  of  gold,  consequent  on  the  Californian 
and  Australian  gold  discoveries,  the  value  of  gold 
relative  to  silver  began  to  decline.  In  a  Finance 
Department  notification  dated  December  22,  1852, 
the  proclamation  of  1841,  so  far  as  it  authorised  the 
receipt  of  gold  coins  into  the  public  treasuries,  was 
cancelled  with  effect  from  January  1,  1853,  and  gold 
was  no  longer  received  in  settlement  of  Government 
dues  at  the  treasuries.  Gold  continued  to  be  re- 
ceived at  the  Miuts  for  coinage  under  the  Act  of  1835, 
but  Mint  certificates  for  gold  coins  were  discharged 
in  gold  only,  and  no  certificate  for  gold  was  accepted 
in  payments  to  Government.  The  main  fact  that 
emerges  from  a  study  of  these  official  pronouncements 
following  1852,  especially  those  of  the  'sixties,  is  that 
gold  did  not  depreciate  in  the  way  that  was  antici- 
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pated.  Attempts,  therefore,  were  made  from  1859 
until  the  end  of  this  period  to  extend  the  use  of  gold 
coins. 

In  1859  a  Fiaancial  Member  of  Council  was  for 
the  first  time  appointed,  an  event  which  is  of  great 
importance  in  the  history  of  this  period.  For  the 
first  time  the  nettle  of  currency  and  finance  was 
grappled.  Before  this  the  financial  work  of  Govern- 
ment had  been  done  by  the  Governor-General  and  his 
Council  collectively,  and  prior  to  Lord  Canning's 
viceroyalty  there  was  little  or  no  distribution  of 
business  among  the  members.  The  disordered  state 
of  the  finances  after  the  military  and  political  con- 
vulsion of  the  period  rendered  it  essential  that  an 
expert  should  be  appointed  upon  whom  would  de- 
volve the  charge  of  the  finances,  the  Governor-General 
retaitung  his  supreme  control,  the  other  Members  of 
Council  remaining  generally  responsible  for  finance 
as  for  all  other  branches  of  administration.  It  was 
decided  to  obtain  a  financier  from  England.  The 
choice  fell  on  the  Right  Hon.  James  Wilson,  a  dis- 
tinguished Scotch  economist,  who  had  formerly  been 
Under-Secretary  of  State  to  the  Board  of  Control 
for  India,  then  Financial  Secretary  to  the  Treasury, 
and  at  the  time  of  his  appointment  Vice-President 
of  the  Board  of  Trade.  As  Bagehot,  then  editor  of 
the  Economist  and  Wilson's  son-in-law  (for  he  married 
the  eldest  of  Wilson's  six  daughters),  wrote  : 

There  was  a  general  impression  that  some  one  with  an 
English  training  and  English  habits  of  business  would  have 
a  better  chance  of  overcoming  the  most  pressing  difficulty 
of  India  than  any  one  on  the  spot.  And  there  was  an  equally 
general  impression  that  if  any  one  were  to  be  sent  from 
England  to  India  with  such  an  object,  Mr.  Wilson  was  the 
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right  person.  He  united  high  financial  reputation,  consider- 
able knowledge  of  India  acquired  at  the  Board  of  Control, 
tried  habits  of  business,  and  long  experience  at  the  English 
Treasury,  to  the  sagacious  readiness  in  dealing  with  new 
situations  which  seK-made  men  commonly  have,  but  which 
is  commonly  wanting  in  others.  On  personal  grounds  Mr. 
Wilson  was  disinclined  to  accept  the  office.^ 

An  oak,  it  is  said,  should  not  be  transplanted  at 
fifty,  but  tliis  did  not  apply  to  Wilson,  who,  when 
he  arrived  in  Calcutta  at  the  end  of  November  1859, 
was  fifty-four.  He  was  gifted  with  an  abundant 
stock  of  freshness  and  variety.  According  to  the 
late  Lord  Welby,  Wilson  was  not  only  greatly  in- 
terested in  currency  questions,  taking  the  side  opposed 
to  Peel,  Overstone,  and  Sir  Charles  Wood,  but  was 
also  perhaps  the  most  vigorous  and  efl&cient  Financial 
Secretary  which  the  Treasury  ever  had,  superior  even 
to  Huskisson  as  an  administrator.  In  the  short 
space  of  eight  eventful  months  in  India  (for  Wilson 
died  in  Calcutta  from  dysentery  in  August  1860)  he 
made  an  extended  tour  from  Calcutta  to  Lahore  and 
back,  which  much  impressed  on  him  the  undeveloped 
resources  of  the  country.  In  regard  to  currency  he 
introduced  a  Grovernment  paper  currency  scheme 
which,  with  modifications,  became  law  in  the  regime 
of  his  successor.  He  also  examined  the  question 
of  a  gold  currency.  In  a  despatch  dated  May  26, 
1860,  Sir  Charles  Wood  approved  of  the  general  pro- 
posal to  introduce  a  paper  currency,  and,  "  without 
entering  into  the  reasons  contained  in  Mr.  Wilson's 
minute,"  said  that  Her  Majesty's  Government  concur 
that  it  is  not  "  advisable  at  present  to  take  measures 

*  Memoir  of  the  Right  Hon.  James  Wilson  (Supplement  to  the  Economist, 
1860). 
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for  introducing  a  gold  currency  into  India,  as  ttey 
believe  that  the  wants  of  the  community  will  be  better 
met  by  means  of  a  paper  currency."  The  details 
of  Wilson's  scheme  for  a  paper  currency  must  be 
postponed  to  a  subsequent  chapter.  For  the  first 
time  in  India  the  budget  introduced  in  the  Legisla- 
tive Council  in  February  1860  was  framed  on  the 
English  model.  A  system  for  an  effective  audit  was 
also  begun.  He  brought  forward  a  scheme  of  new 
taxation,  including  an  income  tax,  that  was  success- 
fully carried  into  effect.  Wilson  stimulated  the  work 
of  the  Military  Finance  Commission  over  the  entire 
range  of  army  expenditure,  secured  the  appointment 
of  a  Commission  to  review  the  numerous  branches 
of  fivil  expenditure,  and  made  arrangements  for  re- 
organising the  police  throughout  India.  He  checked 
extravagance,  but  saw  that  a  wise  economy  could 
be  attained  only  in  combination  with  efl&ciency.  In 
the  words  of  his  immediate  successor,  Mr.  Laing, 
"  a  Government  to  be  well  served  and  generally 
respected  must  never  do  a  sharp,  mean,  or  illiberal 
act,  for  depend  upon  it  the  paltry  saving  of  to-day 
will  come  back  with  tenfold  expense  and  a  himdred- 
fold  discredit  on  the  morrow."  The  other  Finance 
Members  of  this  period— Mr.  Laing  (1861-1862),  Sir 
Charles  Trevelyan  (1863-1865),  Mr.  Massey  (1865- 
1868),  and  Sir  Richard  Temple  (1868-1874)— continued 
the  policy  of  financial  reconstruction  which  Wilson 
had  begun  with  such  verve,  vigour,  and  life — and,  one 
might  even  add,  enjoyment. 

With  the  exception  of  Mr.  Wilson  every  Finance 
Minister  during  this  period  supported  a  gold  currency. 
In  1864  the  Chambers  of  Commerce  of  Calcutta, 
Madras,    and    Bombay,    the    Bombay    Association 
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representing  the  Indian  mercantile  community,  and 
the  Indian  merchants  and  bankers  of  Calcutta 
memorialised  the  Government  of  India  for  a  gold 
currency.  There  was  general  agreement  that  a  gold 
currency  should  be  introduced.  A  perusal  of  the 
correspondence  will  show  that  the  arguments  for  its 
introduction  were  not  convincing.  Nor  was  there 
put  forward  any  very  definite  method  as  to  how 
such  a  currency  might  be  introduced.  The  Bengal 
Chamber  in  its  memorial  counselled  caution  as  they 
were  "  opposed  to  any  sudden  change  being  at- 
tempted, fearing  that  any  such  attempt  would  prove 
unsuccessful,  and  be  likely  to  cause  great  derange- 
ment in  the  commerce  and  finance  of  India,  and 
probably  also  in  the  money  markets  of  Europe,  if 
a  large  quantity  of  gold  were  suddenly  required  to 
carry  out  such  a  change."  Sir  Charles  Trevelyan,^  the 
Finance  Member  of  Council,  proposed  in  an  elaborate 
minute,  dated  June  20,  1864,  that  "  sovereigns 
and  half-sovereigns,  according  to  the  British  and 
Austrahan  standard,  xy^I^s  fine  and  £3  :  17  :  10| 
an  ounce,  coined  at  any  properly  authorised  Royal 
Mint  in  England,  Australia,  or  India,  should  be 
declared  legal  tender  in  India  at  the  rate  of  one 
sovereign  for  10  rupees  ;  and  that  the  Indian  Mints 
should  be  open  to  the  receipt  of  gold  bullion  on  the 
above-mentioned  terms  to  be  redelivered  in  coin 
at  a  charge  merely  sufficient  to  cover  the  cost  of 

^  Sir  Charles  Trevelyan  (1807-1886),  Governor  of  Madras,  was  recalled 
to  England  after  a  year  of  office  in  February  1860,  on  account  of  the  publica- 
tion of  his  views  against  Wilson's  taxation  proposals.  He  succeeded 
Laing  in  1863  as  Finance  Member,  returning  to  England  in  1865.  He 
married  in  1834  Lord  Macaulay's  sister  when  Macaulay  was  a  member  of 
the  Supreme  Council  and  one  of  his  greatest  friends.  He  was  Deputy- 
Secretary  in  the  Political  Department  of  the  Government  of  India  in  1831, 
and  for  nineteen  years  (from  1840)  Assistant  Secretary  to  the  Treasury. 
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manufacture,  which  is  much  below  the  present  charge 
of  1  per  cent.  The  Mint  charge  on  silver  should  be 
maintained  at  the  existing  rate  of  2  per  cent.  The 
Government  currency  notes  would  be  payable  either 
in  rupees,  or  in  sovereigns  at  the  rate  of  10  rupees. 
No  bullion,  either  in  gold  or  silver,  should  be  received 
in  exchange  for  notes."  After  the  proposals  had  been 
placed  before  the  then  Secretary  of  State  (Sir  Charles 
Wood),  it  was  decided  not  to  make  sovereigns  or  half- 
sovereigns  legal  tender.  It  was,  however,  notified 
by  the  Government  of  India  in  the  Finance  Depart- 
ment in  November  1864  that  "  sovereigns  and  half- 
sovereigns  coined  at  any  authorised  Royal  Mint  in 
England  or  Australia  of  current  weight,  shall,  until 
further  notice,  be  received  in  all  the  Treasuries  of 
British  India  and  its  dependencies  in  payment  of  sums 
due  to  the  Government,  as  the  equivalent  of  10  and 
5  rupees  respectively ;  and  that  such  sovereigns 
and  half-sovereigns  shall,  whenever  available  at  any 
Government  Treasury,  be  paid  at  the  same  rates  to 
any  person  willing  to  receive  them  in  payment  of 
claims  against  the  Government."  A  notification  of 
the  same  date  authorised  the  issue  of  notes  in  ex- 
change for  sovereigns  or  half-sovereigns  at  these  rates 
to  an  extent  not  exceeding  one-fourth  of  the  total 
amount  of  issues  represented  by  coin,  or  by  coin 
and  bullion  in  each  circle.  In  March  1865  the  Bank 
of  Bengal  addressed  the  Government  of  India  regard- 
ing the  practical  working  of  these  notifications, 
pointing  out  that  sovereigns  would  neither  be  held 
in  large  quantities  nor  enter  into  general  circulation 
so  long  as  an  uncertain  value  attaches  to  them. 
"  With  the  experience  of  the  past  three  months 
before  them,  the  Directors  "  thought  that  "  the  time 
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has  come  when  sovereigns  and  half-sovereigns  of  full 
weight  may,  with  safety  and  advantage,  be  declared 
legal  tender  at  the  respective  rates  of  10  and  5 
rupees ;  and  that  the  introduction  of  the  sovereigns 
into  the  currency  of  India  will  be  generally  welcomed 
as  a  great  public  boon."  The  Secretary  of  State 
(Sir  Charles  Wood),  in  replying  in  May  1865  to  the 
Grovernment  of  India,  who  forwarded  the  letter,  did 
not  believe  that  the  time  had  arrived  for  taking  any 
further  steps.  This  year,  it  will  be  remembered, 
marked  the  signing  of  the  first  Latin  Union  Treaty 
when  France,  Belgium,  Italy,  and  Switzerland  agreed 
to  a  uniform  and  interchangeable  coinage  of  gold 
and  silver,  all  the  gold  coins  and  the  silver  5-franc 
pieces  being  made  legal  tender  in  the  states  of  the 
Union.  There  was,  in  other  words,  a  considerable 
movement  in  currency  matters  in  regard  to  which 
India  could  not  be  a  disinterested  spectator,  especially 
in  the  following  period  (1874-1893),  when  the  vagaries 
of  silver  were  very  marked. 

The  Bengal  Chamber  at  the  beginning  of  1866 
again  urged  the  adoption  of  a  gold  currency.  The 
Grovernment  of  India  decided  to  appoint  a  Com- 
mission under  the  presidency  of  Lieutenant-General 
Sir  William  Mansfield  to  report  upon  the  operation  of 
the  Paper  Currency  Act,  and  any  arrangements  for 
rendering  it  more  effective,  and  "  upon  any  extension 
of  the  monetary  system  which  the  increasing  commerce 
and  prosperity  of  the  country  may  seem  to  require." 
Mr.  Massey,  the  Financial  Member  of  Council,  con- 
sidered "  that  the  Commission  may  desire  to  pursue 
their  inquiry  into  the  expediency  of  giving  a  further 
development  to  the  experiment  which  has  been 
partially  tried  of  introducing  gold  as  part  of  the 
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circulating  medium  ;  that  nothing  short  of  the  recog- 
nition of  the  sovereign,  or  some  other  denomination 
of  gold  coin,  as  a  legal  tender,  will  suffice ;  and 
secondly,  that  the  result  of  this  recognition  must  be 
sooner  or  later  the  establishment  of  the  more  precious 
metal  as  the  ruling  standard."  The  Commission 
reported  in  October  1866  "  that  gold  coins  of  15,  10, 
and  5  rupees  respectively  would  find  more  favour  in 
the  eyes  of  the  people  than  notes  of  like  value  ;  that 
the  introduction  of  gold  would  facilitate  the  establish- 
ment of  the  currency  notes,  outlying  treasuries  being 
assisted  by  such  a  measure  towards  the  convertibility 
of  the  notes  ;  and  that  the  opinion  is  general,  almost 
unanimous,  that  the  currency  should  consist  of  gold, 
silver,  and  paper.  With  such  evidence  of  the  general 
wish  of  the  country  before  them  the  Commission 
cannot  hesitate  to  express  a  hope  that  the  Government 
of  India  will  persevere  in  the  policy  which  was  recom- 
mended for  the  approval  of  the  Secretary  of  State  two 
years  ago,  viz.,  to  cause  a  legal  tender  of  gold  to  be 
a  part  of  the  currency  arrangements  of  India,  that 
which  is  believed  to  have  been  erroneous  in  the  original 
proposal  being  modified  so  that  the  rupee  price  of 
the  sovereign  would  be  correctly  adjusted.  The 
fact  is  clearly  shown  that  the  real  par  of  the  sovereign 
is  somewhat  above  10  rupees.  If  this  be  admitted, 
and  the  evidence  is  such  that  no  doubt  can  be  enter- 
tained with  regard  to  the  fact,  the  Commission  may 
perhaps  be  excused  for  believing  that  the  Government 
of  India  had  not  the  advantage  of  exact  information 
when  it  adopted  the  views  imparted  to  the  Secretary 
of  State  in  1864." 

It  is  important  to  note  that  in  the  foUoAving 
year  (1867)  the  first  of  the  four  great  conferences  on 
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currency  problems,  known  as  International  Monetary 
Conferences,  par  excellence,  was  held  in  Paris  between 
the  representatives  of  eighteen  of  the  principal 
countries  of  Europe  and  the  United  States.  There 
were  few  indications  of  the  absorbing  topics  of  the 
subsequent  conferences,  viz.,  the  future  of  silver  and 
bimetallism.  At  this  conference  gold  was  declared 
to  be  the  only  standard  suited  to  international  money, 
and  a  single  gold  standard,  with  the  consequent 
scramble  for  gold,  now  received  almost  oflBicial  recog- 
nition. A  scarcity  of  gold  was  anticipated  by  the 
Conference,  and  a  resolution  was  adopted  that  "  in 
countries  that  have  had  the  silver  standard  up  to  this 
time,  as  well  as  in  those  of  the  double  standard,  the 
relation  between  the  value  of  gold  and  silver  should 
not  be  established  at  a  rate  too  low  to  permit  the 
serious  introduction  of  gold."  These  facts  are  signifi- 
cant, and  their  importance  will  be  evident  in  the 
difficulties  that  India  had  to  meet  in  the  third  period 
of  her  currency  history. 

On  the  retirement  of  Mr.  Massey  in  1868,  Sir 
Richard  Temple  was  appointed.  Unlike  Mr.  Massey 
he  possessed  abundant  energy  and,  on  assuming  charge 
in  April  1868,  proceeded  to  examine  currency  questions 
with  great  zeal  and  assiduity.  In  a  minute  dated 
June  1868,  he  showed  that  the  Notification  issued  in 
November  1864  to  encourage  the  circulation  of  the 
sovereign  had  remained  inoperative,  ten  rupees  not 
being  sufficient  to  attract  sovereigns,  as  the  rate  was 
somewhat  below  the  average  market  value  of  the 
sovereign.  This  view.  Sir  Richard  Temple  said,  was 
further  enforced  in  the  Mansfield  Currency  Com- 
mission's report,  and  it  was  desirable  to  consider  the 
question   of  raising   the   rate  somewhat  above  ten 
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rupees.  In  October  1868,  therefore,  a  notification 
was  issued  modifying  that  of  November  1864,  so  that 
the  rate  for  receipt  of  sovereigns  and  half-sovereigns 
at  public  treasuries  was  raised  from  R.  10  and  R.  5 
to  R.  10-8  and  R.  5-4  respectively.  The  gold  pieces 
in  Section  7  of  Act  XVII.  of  1835,  quoted  above,  were 
also  henceforth  to  be  received  according  to  the  values 
stated  in  that  Act,  i.e.  at  the  rate  of  15  rupees  to  the 
mohur. 

In  1870  previous  legislation  on  coinage  was  con- 
solidated and  amended,  and  passed  into  law  as  the 
Indian  Coinage  Act,  No.  XXIII.  of  1870. 

The  two  chief  currency  events  during  the  last  four 
years  of  this  period  were  (1)  the  fall  in  the  gold  value 
of  the  rupee,  and  (2)  further  efforts  to  introduce  gold 
into  circulation.  In  1870-71  the  gold  price  of  silver 
and  the  Indian  exchange  on  London  fell  steadily. 
This  resulted  in  serious  disturbances  to  Indian  trade, 
and  by  1873  we  see  the  beginning  of  an  agitation  that 
lasted  until  the  closing  of  the  Mints  to  the  free  coinage 
of  silver.  In  1872  Sir  Richard  Temple  laid  before  the 
Grovernment  of  India  a  comprehensive  memorandum, 
together  with  appendices  on  the  subject  of  a  gold 
currency.  His  views  were  briefly  that  a  gold  currency 
was  wanted  in  India  ;  that  a  gold  coinage  (represent- 
ing 16,  10,  and  5  rupees)  was  already  in  existence, 
but  these  coins  were  not  legal  tender ;  that  Govern- 
ment should  decide  that  a  legal  tender  gold  currency 
was  required  ;  that  a  Commission  should  be  appointed 
in  order  to  ascertain  definitely  what  should  be  the 
rating  or  the  relative  value  of  gold  and  silver ;  that 
in  the  meantime  certain  subsidiary  measures  should 
be  taken  in  order  to  attract  gold  in  greater  quantities 
to  the  treasury  in  India.     The  Finance  Member  for- 
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warded  a  series  of  notes  by  Mr.  G.  Dickson,  Secretary 
to  the  Bank  of  Bengal,  who  recommended  (1)  the 
receipt  of  English  and  Australian  sovereigns  into  all 
the  Government  treasuries  of  India,  without  restriction, 
and  whether  tendered  in  payment  of  Government  dues 
or  in  exchange  for  silver  ;  (2)  in  conformity  with  the 
provisions  of  the  Currency  Act  the  issue  of  currency 
notes  should  be  similarly  authorised  in  exchange  for 
gold  bullion  tendered  at  the  Mint  for  coinage  into 
Indian  gold  sovereigns  at  the  rate  of  10  rupees  for 
120  grains  of  gold  of  standard  fineness,  less  seigniorage. 
It  is  interesting  to  note  how  these  proposals  anticipated 
later  events.  We  shall  have  again  to  refer  to  Mr. 
Dickson  in  connection  with  his  memorandum  of  1867 
on  a  proposal  to  amalgamate  the  three  Presidency 
Banks.  Mr.  Dickson,  it  may  be  mentioned,  was  in 
the  service  of  the  Bank  of  Bengal  from  February  1860 
until  his  resignation  in  September  1872,  and  his  services 
as  a  non- official  adviser  in  financial  afEairs  in  this 
period  were  unmistakably  great.  Before  joining  the 
service  of  the  Bank  of  Bengal  he  was  Secretary  and 
Inspector  of  the  Caledonian  Banking  Company, 
Inverness,  where  his  practical  ideas  on  currency  and 
banking  were  obtained.  In  July  1873  Sir  Richard 
Temple  again  put  forward  his  views  in  a  memorandum, 
but  the  Council  of  the  Governor-General  was  not 
unanimous,  as  there  were  some  who  deprecated  any 
immediate  steps  being  taken  by  Government.  The 
upshot  finally  was  that  on  May  7,  1874,  the 
Government  of  India  issued  a  Resolution  which 
clearly  defined  their  attitude.  It  ran  as  follows : 
"  The  expediency  of  introducing  a  gold  currency 
having  been  considered,  the  Governor  -  General  in 
Council  is   not   at  present   prepared   to   take   any 
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step  for  the  recognition  of  gold  as  a  legal  standard 
of  value  in  India." 

This  closes  the  second  of  the  four  periods  into 
which  the  currency  history  of  the  nineteenth  century 
divides  itself.  From  1859  it  was  a  period  of  financial 
reconstruction  begun  by  the  great  Wilson  and  carried 
on  by  his  worthy  successors.  It  is  sometimes  difficidt 
to  realise  how  chaotic  was  Indian  finance  after  the 
convulsion  of  1857.  We  have,  however,  only  to  turn 
to  the  o£&cial  papers  of  the  period.  In  his  first  speech 
to  the  Legislative  Council,  February  18,  1860,  for 
example,  the  Finance  Member  incidentally  remarked : 
"  Very  recently  it  was  discovered  that,  in  furnishing 
the  accounts  from  Bombay  of  the  military  expenditure, 
an  error  had  been  made  of  nearly  £600,000,  and  in 
those  from  Madras  an  unexpected  increase  in  the 
Commissariat  Department  took  place  to  the  extent 
of  £300,000.  In  the  Public  Works  Department  also 
an  unexpected  increase  of  a  considerable  amount  has 
taken  place.  Then  again,  the  September  account  was 
furnished  without  any  reference  to  Railway  advances 
for  interest  on  the  one  hand,  or  receipts  from  trafl&c 
on  the  other,  which  makes  a  difference  of  £833,300." 
It  is  unnecessary  to  give  other  examples.  But  one 
thing  is  certain,  and  it  is  this :  that  India  owes  an 
incalculable  debt  of  gratitude  to  this  Scotsman  whose 
inexhaustible  vigour,  marvellous  memory,  and  re- 
ruarkably  even  judgement  were  invaluable  in  this 
financially  critical  period.  Like  Bagehot  and  the  late 
Sir  Inglis  Palgrave  he  knew  his  Adam  Smith  through 
and  through,  and  he  approached  the  whole  subject  of 
economics,  especially  that  part  of  it,  finance,  from  the 
practical  and  realistic  standpoint.  In  his  minutes 
and  in  his  speeches  the  influence  of  the  teaching  of 
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Adam  Smith  is  clearly  discernible,  and  he  does  not 
fail  to  quote  him  to  bring  home  his  arguments,  aS,  for 
example,  in  the  speech  introducing  the  Paper  Currency- 
Bill,  March  3,  1860 :  "  Adam  Smith,  I  think,  it  is 
who  compares  the  economy  (of  using  paper  currency) 
to  a  discovery  by  which  all  your  locomotion  could 
be  conducted  without  roads,  and  by  which  you  were 
enabled,  therefore,  to  add  the  existing  roads  to  the 
portion  of  the  land  under  reproductive  cultivation." 
He  was,  however,  the  exact  antithesis  of  Adam  Smith 
that  "  awkward  Scotch  professor,  apparently  choked 
with  books  and  absorbed  in  abstraction.  He  (Adam 
Smith)  was  never  engaged  in  any  sort  of  trade,  and 
would  probably  never  have  made  sixpence  by  any  if 
he  had  been.  His  absence  of  mind  was  amazing.  On 
one  occasion,  having  to  sign  his  name  to  an  ofl&cial 
document,  he  produced  not  his  own  signature,  but  an 
elaborate  imitation  of  the  signature  of  the  person  who 
signed  before  him."  ^  How  different  was  Wilson,  the 
pre-eminent  Financial  Member  of  Council  during  the 
period  of  the  building  up  of  India's  finances. 


IV 

The  Third  Period  (1874-1893) 

The  Struggle  for  Bimetallism 

No  period  of  our  currency  history  is  so  rich  in 
literature  as  is  the  third  period,  1874-1893.  The 
ink  used  in  official  despatches,  minutes.  House  of 
Commons  papers,  the  froc^s-verhaux  of  the  monetary 

*  "  Adam  Smith  as  a  Person,"  vol.  vii.  The  Works  and  Lif«  of  Walter 
Bagehot,  Mrs.  Russell  Barrington. 

I 
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Conferences  of  1878,  1881,  and  1892,  not  to  mention 
the  reports  of  the  Gold  and  Silver  Commission,  and 
the  Herschell  Committee  on  Indian  Currency,  was  suffi- 
cient to  float  almost  a  dreadnought.  A  perusal  of  the 
official  papers  that  have  been  published  prompts  one 
to  the  belief  that  in  regard  to  this  important  question 
Government,  like  the  general  public,  wrote  much  and 
almost  did  nothing  but  write.  Although  the  link 
between  gold  and  silver  was  broken  by  1874  nothing 
was  done  until  nineteen  years  later,  in  June  1893, 
when  the  Indian  Mints  were  closed  to  the  free  coinage 
of  silver.  A  cynic  might  say  that  we  practised  a 
different  economy  from  that  which  prevails  in  the 
farmyard,  and  sat  contentedly  upon  eggs  that  had  long 
since  been  addled  ;  that,  in  other  words,  the  currency 
machine  was  the  master  of  the  man,  not  the  man  of 
the  machine.  It  must  be  remembered,  however,  that 
despite  the  action  of  the  Latin  Union  and  the  failure 
of  the  monetary  Conferences  of  1878  and  1881,  bi- 
metallism was  still  a  practical  question  provided  an 
intckrnational  agreement  could  be  reached,  and  it  was 
only  after  the  failure  of  the  Brussels  Conference  in 
1892,  and  the  desire  of  the  Home  Government  to  keep 
to  the  monometallic  standard  for  the  United  Kingdom 
that  bimetallism  was  no  longer  a  feasible  one  for 
India. 

The  year  1874  is  a  convenient  landmark.  It  was, 
as  we  have  seen,  the  year  in  which  the  Government  of 
India  came  to  a  definite  conclusion  in  regard  to  the 
recognition  of  gold  as  a  legal  standard  of  value.  It 
was,  too,  the  year  which  had  the  painful  honour  of 
bowing  out  Sir  Richard  Temple,  and  of  ushering  in  a 
permanent  successor  in  Sir  William  Muir,  then  Lieu- 
tenant-Governor of  the  North- Western  Provinces  and 
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afterwards  a  member  of  the  Secretary  of  State's 
Council  until  Ms  resignation  on  appointment  to  the 
PrincipalsMp  of  Edinburgh  University.  The  year 
1874  was  also  the  real  beginning  of  the  most  significant 
fact  of  the  currency  history  of  the  century,  the  great 
change  in  the  monetary  status  of  silver.  This  was  a 
question  of  profound  importance  to  India,  and  the 
popular  question  at  the  time  of  this  long  and  exciting 
discussion  was,  "  Are  you  a  bimetallist  or  a  mono- 
metallist  ?  "  In  December  1871  Germany  began  to 
abandon  her  silver  standard,  and  her  example  was 
followed  by  Denmark,  Sweden,  Norway,  and  later 
by  Holland.  In  January  1874,  the  Latin  Union — 
France,  Belgium,  Italy,  and  Switzerland — suspended 
the  free  coinage  of  silver.  Gold  and  silver  for  the 
first  time  since  the  French  law  of  the  7th  Germinal, 
An.  XI.  (1803)  (which  enabled  one  metal  to  take  the 
place  of  the  other  as  an  unlimited  legal  tender)  were 
used  as  a  circulating  medium  without,  as  it  were,  any 
connecting  pipe  between  the  reservoirs  of  gold  and 
silver.  The  precious  metals  became  in  relation  to  one 
another  simply  commodities.  There  was  none  of  what 
Jevons  would  have  called  equiUbratory  action  which 
distributed  an  excessive  supply  or  demand  over  both. 
From  this  year  bimetallism  very  slowly  and  im- 
perceptibly and  with  great  difficulty  began  to  move 
off  the  stage  of  practical  politics,  notwithstanding  that 
there  were  many  in  India  and  elsewhere  who  believed 
it  to  be  possible  by  international  agreement.  Bimetal- 
lism was,  of  course,  a  system  by  which  the  Mints  were 
open  to  coin  any  quantity  of  either  gold  or  silver  that 
was  brought  to  them,  and  debtors  could  discharge 
their  liabilities  at  their  option  in  either  gold  or  silver 
at  a  ratio  fixed  by  law. 
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The  period  1874  to  1893  is  then  the  period  of  the 
fall  in  the  gold  price  of  silver.  It  is  sometimes  known 
as  the  period  of  the  depreciation  in  the  price  of  sUver, 
although  this  is  open  to  objection,  since  it  contains  the 
suggestion  that  it  was  silver  that  had  changed  while 
gold  had  not.  As  the  Eeport  of  the  Gold  and  Silver 
Commission,  1888,  reminds  us,  this  is  a  debatable 
point.  Looking  back  over  this  period  we  see  that 
with  the  fall  in  the  gold  price  of  silver  there  was  a 
general  fall  in  the  gold  price  of  commodities  due,  among 
other  causes,  to  the  increased  demand  for  gold  in  gold- 
using  countries.  The  change  in  this  respect  in  Europe 
is  seen  in  the  following  statistical  table  : 

States  undbe  a  Gold  Standard. 

1871.  1881. 

Population.       .  .         36,000,000  140,000,000 

Foreign  trade    .  .      £625,000,000  £1,850,000,000 

The  annual  average  production  of  silver  in  1881-85 
exceeded  that  of  1866-70  by  100  per  cent  in  quantity, 
and  nearly  70  per  cent  in  value  ;  that  of  gold  fell 
during  the  same  period  by  nearly  21  per  cent.  For 
forty  years  preceding  1873  there  was  a  difference  of 
only  2|  between  the  highest  and  lowest  annual  average 
price  of  bar  silver  in  London  ;  between  1873  and  1887 
the  difference  was  14fd.  The  Gold  and  Silver  Com- 
mission was  unanimously  of  opinion  that  while  gold 
had  been  much  more  in  demand  for  currency,  in 
Germany,  the  United  States,  and  other  countries,  it 
seemed  doubtful  whether  there  had  been,  on  the  whole, 
any  great  diminution  in  the  use  of  silver  for  currency 
purposes.  It  was  in  the  opinion  of  the  Commission 
impossible  to  conclude  that  the  circumstances  con- 
nected with  the  supply  of  the  two  metals  sufl&ciently 
accounted  for  the  altered  conditions  in  the  relative 
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value  since  1873.  Up  to  1878  the  agitation  for  reform 
in  India  was  directed  chiefly  to  the  closing  of  the  Mints 
to  the  free  coinage  of  silver  and  the  adoption  ultimately 
of  a  gold  standard.  From  1878  to  1893  was  the  period 
in  which  strenuous  attempts  were  made  for  inter- 
national bimetallism.  This  was,  too,  the  heyday  of 
those  aimless  discussions  on  bimetallism  based  on 
international  agreement,  a  system  of  currency  which 
was  only  discarded  by  the  Grovernment  of  India  when 
the  Brussels  Conference  definitely  showed  that  all 
hope  of  international  agreement  had  gone  for 
ever. 

In  consequence  of  the  steady  fall  in  the  gold  price 
of  silver  and  in  the  Indian  Exchange  on  London  since 
1871,  the  Bengal  Chamber  of  Commerce  passed  a 
resolution  in  July  1876  "  that  Clause  19  of  Act  XXIII. 
of  1870,  making  it  obligatory  on  the  Mints  in  India  to 
receive  all  silver  tendered  for  coinage,  and  also  Section 
11,  Clause  (6),  of  Act  III.  of  1871,  making  it  obligatory 
on  the  Currency  Department  to  issue  notes  against 
silver  bullion  sent  in,  be  temporarily  suspended  at 
the  discretion  of  Government ;  and  that  during  such 
suspension,  or  till  further  notice,  it  be  not  lawful  to 
import  coined  rupees  from  any  foreign  port."  The 
object  was  not  to  prohibit  coinage  altogether,  for  that 
would  be  likely  to  bring  about  a  collapse  of  credit, 
but  to  place  all  coinage  in  the  hands  of  Government, 
to  be  exercised  at  their  discretion.  A  proposition 
recommending  the  adoption  of  a  gold  standard  was 
put  before  the  meeting,  but  temporarily  withdrawn  in 
deference  to  the  feeling  apparent  among  members 
present.  In  August  of  the  same  year,  the  Calcutta 
Trades'  Association  supported  "  a  temporary  sus- 
pension of  the  compulsory  coinage  of  silver."     In 
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September  1876,  Government  published  a  Eesolu- 
tion  on  the  injury  to  Government  and  to  the  public 
arising  from  the  depression  of  silver  relatively  to  gold. 
Eestriction  could  not  be  put  on  the  coinage  of  silver, 
without  its  ceasing  "  ipso  facto,  to  be  the  standard  of 
value,"  which  would  then  be  "  the  monopoly  value 
of  the  existing  stock  of  rupees,  tempered  by  any 
additions  made  to  it,  either  by  the  Government  or  in 
an  illicit  manner."  European  countries  which  had 
abandoned  the  silver  standard  had  simultaneously 
adopted  a  gold  standard.  Government  held  that 
there  was,  in  spite  of  the  anxieties  and  inconveniences 
of  the  silver  standard,  no  reason  to  adopt  a  measure 
so  costly  as  a  gold  standard  of  which  all  the  requisite 
conditions  were  then  so  uncertain.  Their  conclusions 
were  (1)  that  the  divergence  of  the  values  of  gold  and 
silver  was  not  necessarily  attributable  only  to  a 
diminution  in  the  value  of  silver ;  that  there  were 
strong  reasons  for  believing  that  gold  had  increased 
as  well  as  that  silver  had  decreased  in  value  ;  and  that 
this  consideration  must  have  an  important  bearing 
on  the  action  of  Government  in  reference  to  currency 
difficulties  ;  (2)  that,  although  it  was  most  desirable, 
in  the  interests  of  trade,  that  the  standard  of  value  in 
India  should  be  the  same  as  the  standard  of  value  in 
the  chief  countries  with  which  India  interchanges 
commodities,  yet  trade  would  not  be  permanently 
injured  by  a  fall  in  the  value  of  the  rupee  measured  in 
gold,  provided  only  that  a  fresh  stable  equilibrium  of 
the  precious  metals  was  attained  ;  (3)  that  there  was 
no  sufficient  ground  for  interfering  with  the  standard 
of  value.  In  forwarding  the  papers  to  the  Secretary 
of  State,  the  Government  of  India  urged  the  advantage 
of  "  some  concerted  action  between  France  and  India, 
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to  which  other  countries  might  perhaps  become 
parties,"  and  suggested  that  France  should  be  in- 
formed that,  failing  this,  the  adoption  of  a  gold 
standard  in  India  might  be  necessary.  The  Secretary 
of  State  did  not  reply  to  this  letter. 

In  various  essays  written  in  1876,  1877,  and  1878,^ 
Colonel  J.  T.  Smith,  formerly  Mint  Master  at  Madras, 
suggested  the  closing  of  the  Mints  to  the  free  coinage 
of  silver ;  that  silver  rupees  should  continue  to  be 
legal  tender ;  that  Grovernment  should  receive  gold 
bullion  at  the  rate  of  Rs.  38/14  per  standard  ounce, 
and  coin  sovereigns  (or  10-rupee  pieces)  and  half- 
sovereigns  (or  5-rupee  pieces)  which  should  be  with 
rupees  legal  tender  but  not  demandable ;  the  Secretary 
of  State  should  undertake  to  deliver  bills  at  a  fixed 
rate  to  all  comers,  and  should  send  to  India,  for 
coinage  on  behalf  of  Government,  any  silver  in  excess 
of  the  requirements  of  the  Home  Treasury ;  the 
imports  and  circulation  of  foreign  silver  coins  must  be 
discouraged.  The  Secretary  of  State  on  the  suspension 
of  silver  coinage  should  sell  bills  in  excess  of  his  re- 
quirements, as  there  is  always  a  demand  for  remittances 
to  India  greatly  in  excess  of  the  Home  charges  to  the 
extent  of  1^^  millions  in  three  months,  or,  if  he  wished 
to  operate  more  rapidly,  he  should  give  notice  that 
the  rate  would  be  raised  a  farthing  per  rupee  for  every 
six  weeks  up  to  2s.,  and  undertake  to  grant  bills  at 
those  rates  to  all  applicants  ;  when  the  rate  should 
have  risen  to  2s.  he  should  sell  bills  to  all  comers  in 
future  at  that  rate.  When  the  rate  of  2s.  was  nearly 
attained,  gold  would  flow  to  India  for  coinage  ;    in 

'  Silver  and  the  Indian  Exchanges;  a  Remedy  for  its  Depreciation, 
in  Seven  Essays,  by  Colonel  J.  T.  Smith,  F.R.S.  (Effingham  Wilson, 
London). 
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due  course  the  gold  coins  would  be  made  demandable, 
and  the  payments  in  silver  would  be  restricted.  The 
rupees  would  not  be  exported,  as  outside  India  they 
would  have  only  a  token  value,  and,  as  they  would 
within  India  retain  their  full  local  value,  they  would 
not  be  demonetised,  and  no  other  currency  need  be 
substituted.  Prices  not  having  yet  been  affected  by 
the  fall  in  the  value  of  silver,  there  woiJd  be  no 
embarrassment  from  giving  the  rupees  a  monopoly 
value ;  the  change  to  a  gold  standard  would  take 
place  quite  insensibly,  while  there  would  be  no  double 
standard,  as  either  metal  would  have,  on  delivery,  to 
be  measured  by  the  gold  standard.  Colonel  Smith 
believed  that  the  abnormal  stimulus  given  to  the 
export  trade  would  be  checked ;  but  the  currency 
would  be  automatically  regulated  by  the  constant 
expansion  of  commexce.  By  slightly  altering  the 
price  of  bills  or  the  Mint  regulations,  silver  or  gold 
could  be  attracted  to  India  from  time  to  time,  as 
required. 

It  was  in  1876  that  Mr.  A.  M.  Lindsay  first 
suggested  that  Ricardo's  scheme  for  a  sound  currency 
be  adopted  in  India.  Mr.  Lindsay,  like  Mr.  Dickson, 
belonged  to  the  Bank  of  Bengal,  which  he  joined  in 
1869,  having  for  two  or  three  years  been  employed 
in  a  mercantile  firm  in  Calcutta.  He  retired  in  1904. 
The  details  of  this  scheme  will  be  examined  in 
Chapter  V.  where  the  gold  exchange  standard  is 
discussed. 

In  August  1878  the  second  interna>tional  monetary 
Conference  took  place  in  Paris.  Since  1867  inter- 
national bimetallism  as  a  remedy  for  currency  maladies 
had  become  more  popular,  and  the  President  of  the 
United  States  was  directed  by  Congress  in  February 


IV     NINETEENTH  CENTURY  CURRENCY    121 

1878  to  invite  the  Grovernments  of  Europe  to  join  in 
a  "  Conference  to  adopt  a  common  ratio  between  gold 
and  silver  for  the  purpose  of  establishing  internation- 
ally the  use  of  bimetallic  money,  and  securing  fixity 
of  relative  value  between  those  two  metals."  The 
Conference,  at  which  twelve  countries  were  represented, 
excluding  Germany,  recognised  that  it  was  necessary 
to  maintain  the  monetary  functions  of  silver  as  of  gold, 
but  declined  to  fetter  the  discretion  of  the  particular 
states.  The  legislature  of  the  United  States  in  the 
same  year  (February  1878)  made  a  strenuous  effort 
in  the  direction  of  bimetallism  by  passing  the  Bland- 
Allison  Act,  which  required  the  Government  of  that 
country  to  purchase  not  less  than  24,000,000  and 
not  more  than  48,000,000  dollars'  worth  of  silver 
per  annum,  which  would  be  equal  to  a  consumption 
varying  from  20,625,000  to  41,250,000  ounces  per 
annum.  Under  the  authority  of  that  Act  the  United 
States  Government  purchased  yearly  the  minimum 
amount  required,  but  the  price  of  silver  continued 
to  fall. 

These  events  abroad  were,  of  course,  not  without 
their  effect  on  the  price  of  silver  and  on  Indian 
exchange.  The  improvement  that  took  place  for  a 
time  in  the  value  of  silver  in  1877  favoured  inaction ; 
but  after  the  close  of  the  Paris  Conference  it  was 
evident,  when  a  fresh  fall  brought  down  the  rupee  to 
a  value  only  slightly  above  that  of  July  1876,  that 
inaction  could  no  longer  continue. 


[Table 
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Gold  Peice  of  Silver  and  the  Aveeage  Rate  of  Exchange 


Year  ended 
March  31. 

Average  price  of 

silver. 
(Pence  per  oz.) 

Average  rate  of 

exchange. 
(Pence  per  rupee.) 

1874  .        . 

1875  . 

1876  . 

1877  . 

1878  . 

1879  . 

1880  .       . 

59i 

58A 

56l 

52| 

54lf 

52iV 

51i 

22-351 
22-221 
21-645 
20-491 
20-790 
19-761 
19-961 

In  a  long  despatch  extending  to  no  less  than  seventy- 
five  paragraphs  dated  November  8, 1878,  the  Govern- 
ment of  India  pointed  out  the  serious  difl&culties  in 
which  India  was  placed  through  the  fall  in  the  price 
of  silver,  and  the  heavy  loss  involved  in  effecting  the 
necessary  remittances  to  London.  They  pressed  for 
the  establishment  of  a  gold  standard  in  order  to 
protect  themselves  from  the  very  real  and  serious 
dangers  of  the  present  system.  British  or  British- 
Indian  gold  was  to  be  received  in  payment  for  any 
demands  of  Government,  at  rates  to  be  fixed  by 
Government  from  time  to  time  until  exchange  settled 
itself  sufficiently  to  enable  the  rupee  to  be  fixed  per- 
manently in  relation  to  the  £  sterling  at  2s.  Simul- 
taneously, the  seigniorage  on  silver  coinage  would  be 
raised  so  that  the  cost  of  a  rupee  to  persons  importing 
bullion  would  be  equal  to  the  value  given  to  the  rupee 
in  comparison  with  these  gold  coins.  Under  this 
system  silver  would  be  admitted  for  coinage,  at  the 
fixed  gold  rate,  as  the  demands  of  trade  necessitated, 
while  a  certain  limited  scope  would  be  given  for  the 
introduction  of  gold  coin,  so  far  as  it  was  found 
convenient  or  profitable.     To  relieve  the  Currency 
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Department  of  the  liability  to  give  notes  in  exchange 
for  silver  bullion,  and  to  provide  for  the  issue  of  notes 
for  gold,  the  paper  currency  law  would  be  altered. 
This  would  mean  that  notes  may  be  discharged  in 
gold  or  silver.  The  import  of  coined  silver  would  be 
prohibited.  Provision  was  also  made  for  Government 
to  terminate,  if  necessary,  the  operation  of  the  pro- 
posed law  by  an  executive  order  and  also  to  prevent 
hardship  to  holders  of  bullion  bought  or  contracted 
for  before  the  proposed  announcement  of  the  raising 
of  the  rate  of  seigniorage  and  the  stopping  of  the  issue 
of  notes  in  exchange  for  silver  bullion.  Grovernment 
considered  it  inexpedient  to  interfere  with  the  British 
Indian  gold  coins,  although  they  aimed  at  the  eventual 
adoption  of  British  gold  coins.  The  accumulation  of 
a  certain  proportion  of  British  gold  coin  in  the  paper 
currency  reserve  would,  it  was  believed,  be  useful  in 
meeting  any  sudden  fall  of  exchange.  They  did  not 
advise  the  immediate  recognition  of  gold  coin  as  legal 
tender,  as  this  would  be  a  departure  from  the  existing 
condition  of  things,  and  it  might  tend  to  stimulate 
the  process  of  transition  from  a  silver  to  a  gold 
currency,  which  it  should  be  the  object  of  Government 
to  check  at  the  outset.  The  acceptance  by  Govern- 
ment of  gold  coins  in  payment  of  its  demands  would 
secure  for  the  present  the  needful  facilities  for  the 
import  of  gold.  At  a  later  period  it  might  be  necessary 
to  throw  open  the  Mints  for  the  coinage  of  sovereigns 
and  half-sovereigns  as  in  Australia.  When  this  took 
place  the  old  British  Indian  coinage  should  cease,  as 
it  had  no  legal  status,  and  its  disappearance  would 
not  have  any  effect  on  the  currency.  The  Secretary 
of  State  referred  the  matter  to  His  Majesty's  Treasury, 
and  it  was   subsequently  referred   for  special  con- 
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sideration  to  certain  officers  of  the  Imperial  Govern- 
ment and  of  the  India  Office.  On  this  Committee  of 
seven  were  Welby,  Farrer,  and  GifEen.  The  Com- 
mittee unanimously  reported  against  the  proposals 
of  the  Government  of  India  and  the  Secretary  of 
State  accepted  their  report.  In  December  1879  the 
Secretary  of  State  forwarded  the  views  of  the  Lords 
Commissioners  of  Her  Majesty's  Treasury,  received 
only  in  November  1879,  and  he  repeated  that  Her 
Majesty's  Government  could  not  authorise  the  pro- 
posed change  in  the  currency  system  of  India.  The 
English  Treasury  considered  that  the  Government  of 
India  had  not  proved  that  the  prospective  risks  were 
imminent,  and  with  reference  to  the  Government  of 
India's  remark  that  the  responsibility  in  urging  action 
in  the  matter  is  only  apparently  greater  than  that 
involved  in  doing  nothing,  it  dryly  remarked :  "  Nor 
can  my  Lords  admit  that  the  responsibility  for  doing 
nothing  is  as  great  as  that  for  doing  something.  The 
present  evils  are  not  (immediately,  at  all  events)  the 
results  of  any  Governmental  action,  while  the  responsi- 
bility of  the  proposed  scheme  would  rest  wholly  with 
the  Government.  Of  one  thing  my  Lords  are  sure, 
that  it  is  better  to  sit  still,  than  to  have  recourse,  under 
the  influence  of  panic,  to  crude  legislation,  the  result 
of  which  cannot  be  foretold  and  the  effect  of  which 
cannot  be  measured." 

From  this  time  onwards  until  1892,  the  Government 
of  India  gave  to  bimetallism  their  most  careful 
attention.  In  reply  to  the  Secretary  of  State's 
despatch  of  December  1879,  they  forwarded  a  Memor- 
andum by  their  Financial  Secretary  (Mr.  Chapman). 
This  Memorandum  was  written  to  show  that  the 
bimetallic  standard  was  the  best  system  of  currency  ; 
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that  this  could  be  obtained  by  international  agreement 
between  the  United  States,  France,  Germany,  and 
India,  or  even  the  United  States,  France,  and  India  ; 
and  that  the  ratio  between  gold  and  silver  should  be 
that  prescribed  by  the  French  Monetary  Law  of 
1803,  namely,  1 :  15|.  Both  the  Viceroy  (Lord 
Lytton)  and  the  Finance  Member  of  Council,  Sir  John 
Strachey,  emphasised  the  "  unquestionable  and  quite 
incalculable"  financial  benefit  to  India  from  inter- 
national bimetallism.  On  the  resignation  of  Sir  John 
Strachey  (who  had  held  the  financial  portfolio  from 
December  1876  to  December  1880)  the  same  policy  was 
pursued  by  Lord  Cromer  (then  Major  Evelyn  Baring), 
Finance  Member  from  December  1880  to  August 
1883,  and  also  by  Sir  Auckland  Colvin  (1883-1887). 

The  gold  price  of  silver  and  the  average  rate  of 
exchange  during  this  period  were  as  follows  : 


;Years  ended 
March  31. 

Average  price  of 

silver. 
(Pence  per  oz.) 

Average  rate  of 

exchange. 

(In  pence  per  rupee.) 

1880 
1881 
1882 
1883 
1884 
1885 
1886 
1887 

51i 
52i 

51 H 

51f 

50A 

50f 

48f 

45f 

19-961 
19-956 
19-895 
19-525 
19-536 
19-308 
18-254 
17-441 

In  June  1881  Government  suggested  to  the. 
Secretary  of  State,  who  inquired  as  to  their  views  in 
the  event  of  its  being  proposed  that  India  should 
become  a  member  of  a  Union  based  on  principles  of 
bimetallism  for  a  limited  number  of  years,  that,  as 
they  never  knew  what  their  loss  or  gain  in  exchange 
was  to  be,  silver  having  failed  to  fulfil  the  chief 
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function  required  of  a  standard  of  value,  they  would 
be  ready  to  keep  the  Mints  open  to  the  free  coinage 
of  silver,  not  merely  for  ten  years,  but  for  the  period 
during  which  the  convention  of  other  nations  might 
remain  in  force,  and  "  other  nations  will  be  assured 
that  in  the  event  of  their  taking  measures  the  result 
of  which  will  be  the  rehabilitation  of  silver,  India  will 
be  under  an  obligation  not  to  take  advantage  of  those 
measures  in  order  to  adopt  a  single  gold  standard." 
Prom  this  despatch,  as  shown  in  the  published  corre- 
spondence,^ the  Viceroy  (Lord  Ripon)  dissented.  His 
Excellency,  while  willing  to  consider  any  measures  to 
promote  the  re-establishment  of  the  value  of  silver, 
did  not  favour  bimetallism,  and  no  information  he 
considered  had  been  furnished  to  show  what  would 
be  the  effect  in  India  itself  of  the  introduction  of  a 
legal  tender  gold  coinage.  In  July  1881  the  third 
international  monetary  Conference  was  convened  by 
the  joint  action  of  the  French  and  American  Govern- 
ments "  to  examine  and  adopt,  for  the  purpose  of 
submitting  the  same  to  the  Governments  represented, 
a  plan  and  a  system  for  the  establishment  of  the  use 
of  gold  and  silver  as  bimetallic  money  according  to  a 
settled  relative  value  between  those  metals."  Nine- 
teen countries  were  represented.  The  proposals  of 
the  French  and  American  Governments  met  with 
opposition  and  the  Conference  adjourned  after 
.  thirteen  sittings,  never  to  be  re-convened. 

In  the  early  months  of  1886,  on  account  of  the 
fall  in  silver,  illustrated  in  the  table  above,  the 
Government  of  India  telegraphed  and  subsequently 
wrote  to  the  Secretary  of  State  that  a  determined 
effort  should  be  made  to  settle  the  silver  question 

*  House  of  Commons  Paper  449  of  1881. 
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by  an  international  agreement.  The  Secretary  of 
State  pressed  on  the  English  Treasury  the  importance 
of  making  every  endeavour  towards  some  settlement 
by  international  agreement  as  to  the  revival  of  the 
free  coinage  of  silver  and  the  comparative  stability 
of  the  relative  value  of  gold  and  silver.  The  Secretary 
of  State  sent  a  copy  of  the  despatch  of  the  Govern- 
ment of  India  to  the  Treasury.  The  Treasury  replied 
on  May  31,  that  the  proposition  of  the  Govern- 
ment of  India  that  the  establishment  of  a  fixed  ratio 
between  gold  and  silver  was  not  beyond  the  possi- 
bility of  human  control  was  "  one  of  the  most  dis- 
putable and  disputed  points  in  Economic  Science  "  ; 
that  the  representatives  of  Her  Majesty's  Government 
at  Paris  in  1878  had  said  "  that  the  establishment  of 
a  fixed  ratio  between  gold  and  silver  was  utterly 
impracticable,"  and  that  on  a  previous  occasion  the 
proposals  for  a  remedy  of  the  evils  complained  of 
were  pronounced  inadmissible.  There  was  little  that 
was  new,  the  Treasury  believed,  in  the  present  state 
of  the  facts  to  change  this  view,  but  that  meanwhile 
the  whole  subject  was  understood  to  be  under  the 
consideration  of  the  Royal  Commission  on  the  De- 
pression of  Trade  which  was  appointed  in  1885.  As 
a  result  of  a  recommendation  of  this  Commission, 
another  Royal  Commission  was  appointed  in  1886 
"  to  inquire  into  the  recent  changes  in  the  relative 
values  of  the  precious  metals,  shown  by  the  decrease 
in  the  gold  price  of  silver."  Sir  David  Barbour  was 
India's  representative.  The  Commission  reported 
in  1888,  and  the  re-establishment  of  bimetalhsm  now 
appeared  to  be  impossible  except  by  international 
agreement,  and  that  agreement,  it  was  now  becoming 
obvious,  could  never  be  obtained.     As  one  half  of  the 
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Commissioners  said  with  regard  to  bimetallism,  "  the 
change  proposed  is  tremendous  ;  and  we  cannot  but 
feel  that  to  a  great  extent  it  would  be  a  leap  in  the 
dark.  The  public  mind  certainly  is  not  prepared  for 
it  at  present.  .  .  .  Under  all  these  circumstances, 
whilst  fully  impressed  with  the  difficulties  of  the  pre- 
sent situation,  and  more  especially  with  those  which 
afiect  the  Government  of  India,  we  are  not  prepared 
to  recommend  that  this  country  should  proceed  to 
negotiate  with  other  nations  a  treaty  embodying  a 
bimetallic  arrangement." 

While  the  letter  from  the  Government  of  India 
was  under  the  consideration  of  the  English  Treasury, 
the  Secretary  of  State  forwarded  to  India  in  April 
1886  a  Memorandum  by  Sir  Richard  Strachey  in 
favour  of  a  gold  standard,  suggesting  "  measures  for 
the  regulation  of  the  coinage  of  silver  in  India,  in 
the  event  of  no  other  means  being  found  to  relieve 
the  Government  of  India  from  the  efEects  of  any 
further  fall  in  the  exchange  value  of  the  rupee." 
The  proposal  of  closing  the  Mints  to  the  free  coinage 
of  silver  was  similar  to  that  of  Colonel  Smith  in  1876 
and  of  Government  in  1878,  although  it  differed  from 
•these  schemes  in  some  important  respects.  His  first 
proposal  was  to  suspend  that  part  of  the  Indian 
Coinage  Act  of  1870  which  required  the  Mints  to  coin 
whatever  silver  was  brought  to  them.  Secondly,  so 
long  as  the  Mints  were  closed  against  the  unlimited 
tender  of  silver,  they  should  be  open  to  the  tender 
of  gold,  a  stated  maximum  number  of  rupees,  say 
13  {i.e.  about  18d.  to  the  rupee)  "  being  given  in 
exchange  for  the  gold  contained  in  a  sovereign.  The 
gold  would  not  be  coined  and  would  merely  serve 
as  a  medium  by  which  to  measure  the  future  cost 
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of  the  rupee ;  so  mucli  of  it  would  be  sold,  or  ex- 
changed for  silver  bullion,  as  would  supply  the  quantity 
of  silver  required  for  the  coinage  of  the  requisite 
number  of  rupees  to  be  given  in  exchange  at  the  fixed 
rate,  and  the  residue  would  be  retained  by  the  Mint, 
and  virtually  be  a  charge  of  the  nature  of  seigniorage. 
Power  should  be  given  to  revoke  the  suspension  and 
then  the  free  coinage  of  silver  on  the  original  basis 
would  be  revived.  Consequently  the  Mint  would 
always  be  open  either  to  gold  pr  silver."  Under  this 
scheme  gold  would  have  only  been  required  in  small 
quantities,  far  less  than  what  found  its  way  at  that 
time  to  India  in  the  ordinary  course  of  trade.  To 
faciUtate  remittances  from  England,  the  Secretary  of 
State  might  give  "  to  any  one,  on  payment  in  London 
of  the  proper  gold  seigniorage,  authority  for  having 
coined  in  India  without  further  payment  of  seigniorage, 
specified  ^mounts  of  silver  bullion."  It  was  further 
suggested  that  to  prevent  Government  coining  for 
itself,  "  it  might  be  thought  desirable  to  declare  that 
the  gold  seigniorage  received  by  the  Mints  should  be 
sold  in  India,  or  remitted  to  England,  and  further 
that  the  Mints  should  not  coin  for  the  Government, 
so  that  any  extraordinary  Governrdent  demand  for 
silver  money  would  have  to  be  met  by  borrowing  in 
India."  Sir  Richard  Strachey's  scheme  was  to  give 
India  a  gold  standard  of  value,  without  discontinuing 
the  existing  silver  coinage  or  interfering  with  the 
general  system  of  currency,  and  without  introducing 
a  gold  coinage.  His  scheme  at  the  same  time  was 
also  intended  to  provide  for  the  automatic  expansion 
of  the  currency  to  meet  trade  requirements.  In  July 
1886  Government  replied  to  the  Secretary  of  State 
and  said  that  they  were  opposed  to  a  gold  standard 
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in  place  of  the  silver  standard,  even  though  the 
currency  should  temporarily,  at  any  rate,  continue 
to  be  composed  of  rupees  maintained  at  an  artificial 
value  by  restrictions  on  the  free  coinage  of  silver.  In 
the  opinion  of  the  Grovernment  of  India,  Sir  Richard 
Strachey  proposed  a  currency  which  could  not  without 
loss  be  changed  into  uncoined  metal.  That  was  the 
first  difl&culty  which  the  scheme  presented  to  the 
Government  of  India.  It  was,  in  the  second  place, 
doubtful  whether  it  ■  would  be  possible  to  maintain 
the  rupee  at  the  rate  of  exchange  which  might  be 
chosen,  and  it  would  be  a  fatal  thing  to  adjust  periodi- 
cally the  standard.  If  the  rupee  were  raised  consider- 
ably above  its  intrinsic  value,  rupees  would  come  out 
from  hoards  and  Indian  States,  and  as  a  result  there 
would  not  likely  be  a  demand  for  new  coinage,  and, 
as  bills  must  be  sold  by  the  Secretary  of  State  in 
London,  it  may  happen,  the  Government  of  India 
thought,  that  the  fixed  rate  of  exchange  accepted  by 
Government  would  not  be  obtained  for  such  bills. 
It  was  also  considered  that  the  closing  of  the  Indian 
Mints  to  the  free  coinage  of  silver  would  have  a  very 
injurious  efiect  on  the  silver  market,  and  this  might 
itself  bring  about  a  wide  difference  in  the  accepted 
ratio  between  silver  and  gold  as  compared  with  the 
accepted  ratio  between  the  rupee  and  gold.  It  was 
also  believed  that  the  true  remedy  lay  in  obtaining  con- 
certed action  with  England  and  in  the  establishment 
of  an  international  agreement.  With  this  despatch  on 
Sir  Richard  Strachey's  gold  standard  proposals  were 
forwarded  the  opinions  of  the  Presidents  of  the  Cham- 
bers of  Commerce  at  Bombay  and  Calcutta,  the  Secre- 
tary to  the  Bank  of  Bengal,  the  Comptroller-General, 
and  the  Financial  Secretary  to  the  Government  of 
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India  who  adversely  criticised  the  scheme.     Those  in 
favour  of  international  bimetallism  won  the  day. 

Sir  David  Barbour  returned  as  Financial  Member 
of  Council  to  India  in  1888,  fresh  from  his  invaluable 
experience  of  two  years  as  a  Member  of  the  Gold  and 
Silver  Commission.  He  held  the  financial  tiller  for 
the  usual  period  of  five  years  until  his  retirement 
from  India  in  1893.  At  first  glance  it  may  seem 
puzzUng  that  India  should  have  successfully  pressed 
in  1892  for  a  gold  standard  during  the  regime  of  so 
distinguished  a  bimetalUst  as  Sir  David  Barbour 
imdoubtedly  was.  It  is  difficult  to  call  him  the  fond 
parent  of  the  scheme.  During  the  discussion  of 
great  public  questions  the  most  important  truths 
;which '  relate  to  such  questions  are  "  in  the  air  "  ; 
many  see  them  or  almost  see  them,  and  it  is  not  an 
easy  matter  to  trace  the  exact  parentage  of  them. 
Sir  David  Barbour  had  been  always  a  strong  opponent 
to  the  introduction  of  a  gold  standard  in  India, 
especially  at  the  rate  of  exchange  of  2s.  per  rupee, 
and  he  believed  that  bimetallism  was  the  best  in  the 
interest  of  India.  He  realised  at  the  same  time  that 
the  great  divergence  in  the  relative  value  of  gold  and 
silver  was,  especially  in  the  later  'eighties,  a  serious 
obstacle  to  his  ideal.  The  injurious  effects  on  India 
of  the  United  States  probably  ceasing  to  purchase 
silver,  as  provided  under  the  Sherman  Act,  combined 
with  the  obvious  advantages  of  possessing  the  same 
standard  of  value  as  that  of  the  United  Kingdom, 
led  to  a  reconsideration  of  the  whole  question  with  a 
view  to  a  final  decision  being  reached.  When  events 
proved  to  be  top  strong  for  the  adoption  of  bimetallism, 
and  when  the  Gold  and  Silver  Commission  approved 
to  all  intents  and  purposes  the  advantages  of  a  gold 
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standard  by  not  recommending  the  adoption  of  bi- 
metallism, Sir  David  Barbour  firmly  and  frankly 
turned  to  the  gold  standard  as  a  solution  for  India's 
currency  ills.  After  the  lapse  of  nearly  thirty  years 
we  can  see  the  facts  in  their  correct  perspective,  and 
the  Finance  Member's  action  merits  nothing  but  the 
very  highest  praise.  All  he  said  at  the  time  was 
eminently  true.  It  was  better  to  have  a  late  con- 
version than  to  remain  unregenerate.  It.  is  well 
known,  too,  that  a  converted  poacher  makes  a  fiist-rate 
gamekeeper,  and  in  regard  to  the  gold  standard  Sir 
David  Barbour  was  no  exception  to  the  rule.  He 
was  anything  but  financially  short-sighted,  and  he 
possessed  in  its  best  development  the  genius  of  sound 
common  sense.  He  is  the  one  .who  stands  out  big 
among  the  Financial  Menabers  of  Council  during  this 
third  period.  The  reasons  for  his  conversion  are  set 
out  with  vigour  in  the  Financial  Statement  for  1891-92 
and  in  his  Standard  of  Value.  Here  he  showed  a 
readiness  to  meet  criticism,  and  an  anxiety  to  carry^ 
conviction  that  is  not,  we  are  told,  always  to  be  found 
behind  an  official  waistcoat.  The  position  briefly  was 
that  in  the  three  years  ending  March  1890  Indian 
exchange  was  on  the  whole  coinparatively  steady. 
The  following  table  illustrates  the  fluctuations  during 
the  years  1888-93  : 


Year  ended 
March  31. 

Average  price  of 

silver. 
(Pence  per  oz.) 

Average  rate  of 

excliange. 
(Pence  per  rupee.) 

1888  .        .        . 

1889  .        .        . 

1890  .       .       . 

1891  .       .       . 

1892  .       .       . 

1893  .       .       . 

44f 
42J 

mi 

39H 

16-899 
16-379 
16-566 
18-089 
16-733 
14-984 
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In  1890,  however,  the  United  States  under  the 
Sherman  Act  decided  to  purchase  annually  no  less 
than  54  million  ounces  in  lieu  of  the  value  of  the 
amount  required  to  be  purchased  under  the  Bland- 
Allison  Act.  This  led  to  furious  speculation,  and  by 
September  1890  silver  had  soared  to  the  giddy  height 
of  54|d.  per  ounce  with  the  result  that  the  trade 
between  India  and  England  became  nothing  short  of 
a  gamble  in  exchange.  The  highest  rate  obtained 
by  the  India  Office  for,  bills  in  the  year  ending 
March  31,  1891,  was  Is.  8-91d.  and  the  lowest  Is.  5d., 
the  variation  being  the  high  figure  of  3"91d.  As  the 
Financial  Statement  or  Budget  speech  of  that  year 
puts  it,  the  fluctuations  in  exchange  were  "  so  great 
as  to  more  than  counterbalance  the  effect  of  the  other 
elements  which  the  trader  has  to  take  into  considera- 
tion. It  has  even  been  said,  with  some  truth,  that 
at  one  time  it  would  have  been  better  for  the  merchant 
to  dismiss  his  establishment  and  confine  himself  to 
speculations  in  silver  ;  his  expenses  would  have  been 
less,  and  his  chances  of  profit  quite  as  good  as  in  his 
legitimate  business.  The  serious  disturbance  to  the 
trade  and  commerce  of  India  which  has  resulted  from 
legislation  in  a  foreign  country  shows  that  in  questions 
connected  with  the  standard  of  value  no  country  is 
independent  of  the  action  of  other  nations."  ^  From 
this  date  onwards  until  the  closing  of  the  Mints  in 
June  1893,  the  fate  of  international  bimetallism  hung 
in  the  balance.  The  forecast  of  the  Financial  Member 
of  Council  made  in  March  1891  in  the  Legislative 
Council  was  gradually  becoming  true.  "  I  have  no 
right  to  commit  the  Government  of  India  to  any 
opinion  on  the  subject,  but  it  is  my  belief  that  in  case 

1  Financial  Statement  for  1891-92,  p.  15.  , 
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of  necessity  the  gold  standard  could  be  introduced  into 
this  country,  and  that,  if  America  altogether  abandons 
silver,  it  would  probably  be  best  that  India  should 
change  her  standard. "  ^  In  February  1 892,  when  there 
was  a  prospect  of  an  international  conference,  the 
Bengal  Chamber  pointed  out  that  it  was  impossible 
to  have  confidence  in  the  future  value  of  the  rupee, 
and  trade  was  greatly  hampered.  The  Chamber 
suggested  that  if  international  bimetallism  were  im- 
possible "  the  Grovernment  of  India  should  take  steps 
to  have  the  question  of  the  advisability  of  introducing 
a  gold  standard  into  India  carefully  and  seriously 
considered  by  competent  authorities."  In  the  follow- 
ing month  the  Grovernment  of  India  forwarded  this 
correspondence  to  the  Secretary  of  State  and  urged 
him  to  support  proposals  which  the  United  States 
or  any  other  country  might  make  towards  an  inter- 
national settlement  of  the  silver  question.  It  was 
believed  that  the  contingency  of  the  United  States 
being  forced  to  stop  the  purchase  and  coinage  of  silver, 
should  an  international  agreement  fail,  was  not  to 
be  lightly  set  aside.  The  Hom§  Government  were 
asked  to  take  what  measures  were  essential  to  protect 
Indian  interests.  The  Secretary  of  State  laid  copies 
before  Her  Majesty's  Government  and  informed  the 
Government  of  India  in  June  that,  on  the  invitation 
of  the  President  of  the  United  States,  the  British 
Government  had  decided  to  take  part  in  a  conferpnce 
at  Brussels  "  to  consider  by  what  means,  if  any,  the 
use  of  silver  can  be  increased  in  the  currency  system 
of  the  nations."  In  the  same  month  (June  1892)  the 
Government  of  India  addressed  the  Secretary  of  State. 
While  learning  with  satisfaction  that  an  international 

1  Piriancial  Statement  for  1891-92,  p.  18. 
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conference  for  tte  extended  use  of  silver  was  to  take 
place  and  that  the  importantje  of  Indian  interests 
being  properly  represented  was  recognised,  they  did 
not  overlook  the  strong  opposition  to  the  introduction 
of  the  system  of  double  legial  tender  into  Great  Britain 
manifested  in  certain  quarters,  and  they  observed 
with  regret  that  the  conference  had  been  summoned 
only  to  consider  the  question  of  the  more  extended 
use  of  silver  as  currency,  and  not  the  adoption  of  an 
international  agreement  for  the  free  coinage  of  gold 
and  silver,  and  the  making  of  both  gold  and  silver 
coins  legal  tender  at  a  definite  and  uniform  ratio. 
The  effects  of  the  difficulties  of  a  fluctuating  and 
falling  exchange  on  Government,  and  on  all  those 
who  had  to  make  remittances  on  a  gold  basis  were 
briefly  but  tersely  set  out.  The  Government  of  India 
recorded  their  deliberate  opinion  to  be  that,  if  the 
Brussels  Conference  should  fail,  or  if  no  agreement 
could  be  come  to  with  the  United  States,  (1)  the 
Indian  Mints  should  be  closed  to  the  free  coinage  of 
silver  ;  and  (2)  arrangements  should  be  made  for  the 
introduction  of  a  gold  standard.  "  In  arriving  at 
this  conclusion,"  they  said,  "  we  have  been  mainly 
influenced  by  a  consideration  of  the  fact  that  the 
abandonment  of  silver  by  the  United  States  of  America 
would  involve  the  perpetuation  of  all  the  evils  from 
which  we  have  suffered  during  the  last  twenty  years, 
and  possibly  their  perpetuation  in  an  aggravated  form, 
unless  steps  are  taken  for,  the  establishment  in  India 
of  a  gold  standard.  We  believe  that  public  opinion 
in  India  is  ripe  for  the  adoption  of  decisive  measures, 
that  the  stoppage  of  the  free  coinage  of  silver  would 
be  generally  approved,  and  that  we  might  safely 
count  on  receiving  every  reasonable  assistance  from 
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the  Commercial  and  Banking  classes  in  the  attempt 
to  introduce  a  gold  standard."  Appended  to  tliis 
despatch  was  a  minute  by  the  Finance  Member 
outlining  the  proposals.  In  July  the  President  of 
the  Bengal  Chamber  of  Commerce,  the  Honourable 
Mr.  J.  L.  Mackay  (now  Lord  Inchcape)  forwarded  to 
the  Finance  Department  a  petition  from  the  Indian 
Currency  Association  containing  12,000  signatures, 
of  which  nearly  5000  were  those  of  Europeans  and  the 
remainder  of  Indians.  The  petition  recited  the  serious 
disadvantages  of  a  depreciating  rupee  currency  and 
requested  that  everything  should  be  done  to  ensure 
that  the  Brussels  Conference  (then  about  to  meet) 
should  result  in  a  definite  agreement.  "  If,  however, 
the  Conference  should  fail,  like  its  predecessors,  to 
arrive  at  a  satisfactory  solution  of  the  questions 
referred  to  it,  your  petitioners  pray  that  the  Govern- 
ment of  India  may  be  fully ,  empowered  to  take  such 
measures  as  may  to  it  seem  fit  for  the  adoption  of 
the  only  remaining  efEectual  remedy,  viz.  a  gold 
standard."  The  Association  further  requested  that 
as  the  Conference  like  its  predecessors  would  probably 
come  to  nothing  and  silver  would  fall  still  lower,  the 
Government  of  India  may  be  given  the  power  so  that 
it  could  be  exercised  without  delay  after  the  termina- 
tion of  the  Conference.  This  and  similar  memorials 
from  various  parts  of  India  were  forwarded  to  the 
India  0£S.ce.  By  July  1892  the  fate  of  bimetallism 
seemed  almost  sealed.  The  price  of  silver  had  fallen 
as  low  as  39xVd.  notwithstanding  that  the  United  States 
Government  were  purchasing  from  35  to  43  per  cent 
of  the  world's  production  under  the  Sherman  Act, 
and  India  all  the  while  was  increasing  her  imports 
of  the  white  metal.     A  large  increase  in  the  world's 
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production  was  also  taking  place,  as  will  be  seen  from 
the  following  table : 


Year  ending 
Marcli  31. 

Net  imports 

of  silver 
into  India. 

World's 
.  silver 
production. 

Percen- 
tage of 
col.  2  to 
col.  3. 

Average 

price  of 

silver  per 

ounce  in 

pence. 

Average 

rate  of 

exchange 

(in  pence 

per  rupee). 

1. 

2. 

3. 

4.' 

5. 

6. 

Quinquennial  aver- 
age year  ending 
1880      ... 

Do.    1885      .     . 

Do.     1890      .     . 

Year  1891      .     . 

Do.    1892      .     . 

Do.    1893      .     . 

24,723 
21,310 
33,924 
51,259 
32,348 
45,524 

•68,093 
82,206 
102,015 
126,095 
137,170 
153,152 

34 
24 
31 
37 
22 
27 

53 
51 
44 
47 
45 
39 

20-530 
19-644 
17-108 
18-089 
16-733 
14-984 

Note.— (1)  The  quantities  in  column  2  for  the  years  1873-74  to  1886-87  are  deduced 
from  the  declared  values  of  the  trade  for  these  years. 
(2)  Percentages  in  column  4  have  been  worked  out  on  the  basis  of  fine 
ounces. 

In  October  1892,  before  the  International  Conference 
met,  the  Secretary  of  State  referred  the  proposals 
of  the  Government  of  India  to  a  Committee  of  which 
Lord  Herschell,  the  Lord  Chancellor,  was  Chairman. 
The  terms  of  reference  were  to  consider  the  proposals 
of  the  Government  of  India  and  to  advise  whether 
it  was  expedient  that  these  should  be  carried  into 
effect  with  or  without  modification.  The  Members 
were,  in  addition  to  the  Chairman  (Lord  Herschell), 
Sir  Thomas  (afterwards  Lord)  Farrer,  for  many  years 
the  distinguished  Secretary  to  the  Board  of  Trade, 
Lord  Welby,  a  lion  of  the  Treasury,  and  an  official 
of  very  exceptional  experience,  Lprd  Kilbracken  (Sir 
Arthur  Godley,  the  senior  permanent  official  of  the 
India  Office),  Lieutenant-General  Sir  Richard  Strachey 
(the  author  of  the  gold  standard  proposals  of  1886), 
Mr.  Leonard  Courtney,  well  known  as  Chairman  of 
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Committee  of  the  House  of  Commons  and  then  a 
recent  convert  to  bimetallism,  and  Mr.  B.  W.  Curries. 
In  January  1893  the  Secretary  of  State  asked  the 
Governor  -  General  in  Council  briefly  to  specify  in 
greater  detail  the  action  proposed  in  order  to  establish 
the  gold  standard  after  the  Mints  were  closed.  A 
draft  bill  closing  the  Mints  to  the  free  coinage  of  silver 
was  thereupon  forwarded  to  London,  and,  as  regards 
the  proposal  of  opening  the  Mints  to  the  free  coinage 
of  gold,  it  was  proposed  to  take  power  to  issue  a 
notification  declaring  that  English  gold  coins  should 
be  legal  tender  in  India  at  a  rate  of  not  less  than 
13^  rupees  for  one  sovereign  {i.e.  Is.  6d.  per  rupee). 
By  this  means  exchange  would  be  prevented  from 
rising  above  Is.  6d.  per  rupee.  As  some  had  expressed 
the  apprehension  of  a  sudden  and  large  rise  in  exchange 
this  would  allay  all  fears  on  this  score.  It  was  also 
suggested  that  (1)  an  interval  of  time  (which  could 
not  be  determined  beforehand)  should  elapse  between 
the  closing  of  the  Mints  and  the  coining  of  gold  in 
India  ;  and  (2)  power  to  admit  sovereigns  as  legal 
tender  might  be  an  ad  interim  measure,  not  to  be  put 
into  force  except  in  case  of  necessity.  Memorials  to 
the  Secretary  of  State  continued  to  pour  in.  In  a 
despatch  dated  May  3,  1893,  no  less  than  235 
memorials  were  forwarded.  Ten  days  later  the  em- 
barrassing effect  of  the  recent  fluctuations  of  exchange 
was  again  pointed  out  by  the  Indian  Currency  Associa- 
tion to  the  Government  of  India  and  communicated 
to  the  Secretary  of  State.  The  Herschell  Committee, 
however,  shortly  after  submitted  its  report  which  is 
dated  May  31,  1893.  The  Secretary  of  State  sent 
a  copy  of  the  draft  report  on  May  26,  an  oflB.cial 
copy   on  June  2,   and   a  telegraphic   summary   on 
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June  7.  No  time,  therefore,  was  lost.  The  Govern- 
ment of  India  replied  by  telegram  on  June  15, 
and  five  days  later  it  was  decided  to  close  the  Mints 
to  the  free  coinage  of  silver  and  to  make  arrange- 
ments for  the  adoption  of  a  gold  standard,  subject  to 
the  modifications  made  by  the  Herschell  Committee 
and  referred  to  in  the  following  chapter. 


CHAPTER  V 

INDIAN   CURRENCY  IN  THE   NINETEENTH   CENTtfRY 

(continued) 

V 

The  Fourth  Period  (1893-1900) 

(1)  The  Gold  Standard 

The  new  ship  was  launched  with  conspicuous  skill 
on  June  26,  1893,  by  Sir  David  Barbour,  who  con- 
tinued in  office  until  five  months  later,  retiring  in 
November  of  that  year.  He  was  ably  assisted  by  his 
colleagues  in  the  Executive  Council,  at  the  head  of 
which  was  Lord  Lansdowne,  and  also  by  Lord  Inch- 
cape,  the  President  of  the  Indian  Currency  Associa- 
tion. Sir  David  Barbour  was  succeeded  by  Sir  James 
Westland,  who  for  over  five  troublous  years'  was 
the  Chancellor  of  the  Exchequer  of  the  Government 
of  India.  Sir  James  Westland,  the  eldest  son  of 
Mr.  James  Westland,  manager  of  the  Town  and 
County  Bank,  Aberdeen,  and  brother  of  Mr.  William 
Westland,  Deputy  Secretary  of  the  Bank  of  Bengal, 
passed,  after  his  education  in  Aberdeen,  first  into 
Woolwich  in  January  1861.  He  decided  not  to  follow 
a  military  career,  and  passed  first  into  the  Indian 
Civil  Service  in  July  of  that  year.     Gifted  with  rare 
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mathematical  talent,  he  did  great  work,  especially  as 
a  codifier  of  pension  and  leave  rules,  of  general 
financial  procedure,  and  as  a  converter  of  the  public 
debt,  which  saved  annually  nearly  fifty  lakhs  of  rupees 
to  the  revenues  of  the  State.  As  an  expert  in  currency 
he  did  not  rank  with  James  Wilson  or  Barbour,  but 
he  had,  what  was  the  most  essential  qualification  of  a 
Financial  Member  of  Council  in  this  period,  a  large 
amount  of  caution,  a  distinctively  national  trait.  He 
was  not  perturbed  by  those  financial  storms  which , 
sometimes  arise  in  the  clearest  skies.  His  infinite 
patience,  unruflfled  serenity,  and  a  craving  for  more 
light  in  the  working  of  the  new  standard  were  great 
assets,  especially  when  he  was  confronted  with  the 
serious  and  unexpected  difficulties  of  the  next  few 
years. 

Sir  David  Barbour  realised  that  practical  states- 
manship required  the  acceptance  of  the  inevitable, 
and  making  the  most, of  the  present  and  future.  He 
saw  that  it  was  useless  crying  over  spilt  milk,  and 
wasting  time  in  vain  regrets  for  what  might  have 
been  had  international  bimetallism  won  the  battle  of 
the  Standard.  Government  were  of  opinion  that  it 
was  impossible  to  stand  aside  and  leave  things  to 
take  care  of  themselves.  There  was  the  increased 
burden  measured  in  rupees  of  the  external  liabilities 
of  India,  payable,  of  course,  in  gold  ;  there  were  the 
effects  of  uncertainty  that  was  introduced  by  the 
great  fluctuations  not  only  in  Government  finance 
but  also  in  trade  finance.  The  Herschell  Report,  a 
remarkable  State  document  written  in  a  clear  scholarly 
style,  set  forth  with  lucidity  the  considerations 
which  compelled  this  leap  in  the  dark.  The  fall  in 
exchange   proved    a    serious    financial    difficulty   to 
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Grovernment.  In  1892-93,  with  an  average  rate  of 
exchange  of  14"985d.,  it  required  Rs.  26,48  lakhs  to 
remit  16^  million  sterling  in  order  tjo  discharge  gold 
obligations  in  England,  that  being  Rs.  8,73  lakhs  more 
than  would  have  been  required  had  exchange  stood 
at  the  same  point  as  in  1873.  The  whole  of  the 
8,73  lakhs  could  not,  the  report  points  out,  be  re- 
garded as  a  loss  to  Government  on  account  of  the 
fall  in  exchange.  It  was  certain,  however,  that  India 
had  actually  to  remit  in  the  year  1892-93  upwards  of 
Rs.  8,70  lakhs  more  than  if  exchange  had  been  at  its 
former  point.  In  the  second  place,  the  United  States 
Government  was  absorbing  about  54  million  ounces 
out  of  a  world's  production  of  153  million  ounces, 
and  "  it  cannot  be  regarded,  then,  as  otherwise  than 
within  the  reasonable  bounds  of  possibility,  that  a 
repeal  of  the  Sherman  Act  might  lead  to  a  fall  in  the 
price  of  silver  of  even  6d.  per  ounce  or  more,  and  that 
there  might  be  no  substantial  reaction  from  the  level 
thus  reached.  Such  a  fall  would,  it  may  be  said  with 
practical  certainty,  reduce  the  exchange  to  about  Is. 
per  rupee,  and  involve  the  necessity  of  raising  at  least 
Rs.  6,61  lakhs  more  than  would  be  required  by  the 
Government  of  India  to  efiect,  even  at  the  rate  of 
exchange  of  Is.  3d.  per  rupee,  a  remittance  of  the 
amount  drawn  last  year,  namely,  £16,530,000."  The 
Committee  fully  recognised  the  currency  evils  which 
India  had  suffered  in  the  period  1874-93,  and  the 
gloomy  prospects  of  the  future  if  the  silver  standard 
were  retained.  On  these  grounds,  therefore,  the 
Committee  recommended  the  closing  of  the  Mints 
and  the  adoption  of  a  gold  standard  as  proposed  by 
the  Government  of  India,  subject  to  the  modification 
that  the  announcement  of  the  closing  of  the  Mints 
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to  the  free  coinage  of  silver  should  be  accompanied 
by  a  notice  to  the  effect  that  although  closed  to  the 
public  the  Mints  would  be  used  by  Government  for 
the  coinage  of  rupees  in  exchange  for  gold  at  a  ratio 
to  be  fixed,  say  Is.  4d.  per  rupee,  and  gold  would  be 
received  at  Government  treasuries  in  satisfaction  of 
public  dues  at  the  same  ratio.  Thus  the  only  modi- 
fication in  the  Government  of  India's  proposals  was 
the  change  from  Is.  6d.  to  Is.  4d.  as  the  limit  to  be 
placed  on  the  gold  value  of  the  rupee.  The  rate  of 
Is.  4d.  was  convenient  in  two  ways.  It  was  in  the 
neighbourhood  of  the  average  exchange  rate  of  the 
previous  two  and  a  half  years.  It  was  a  fair  average 
rate,  more  easily  attainable  than  Is.  6d.,  especially 
in  view  of  the  fact  that  the  Committee  itself  was 
somewhat  uncertain  as  to  the  immediate  effect  on 
exchange  of  the  closing  of  the  Mints.  Secondly,  the 
Is.  4d.  rate  assimilated  the  Indian  Anth  the  English 
system,  ap.  important  factor,  as  not  only  was  the 
United  Kingdom  her  best  customer,  but  London  was 
also  the  central  clearing-house  of  the  world.  At 
16  pence  a  rupee  a  sovereign  would  be  the  equivalent 
of  fifteen  rupees,  the  rate  at  which  the  gold  mohur, 
which  was  demonetised  in  1835,  exchanged  for  rupees. 
The  rupee,  moreover,  contains  sixteen  annas,  and  one 
penny  was  thus  the  equivalent  of  one  anna. 

The  necessary  legislation  to  close  the  Mints  was 
passed  at  a  ni^eeting  of  the  Legislative  Council  at  Simla 
on  June  26, 1893.  Act  VIII.  of  1893  provided  for  the 
closing  of  the  Indian  Mints  to  the  free  coinage  of  silver. 
Government  retaining  power  to  coin  silver  on  their 
own  account.  Three  notifications  were  issued  on  the 
same  date,  one  that  gold  coins  and  gold  bullion  would 
be  received  at  the  Mints  in  exchange  for  rupees  at 
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the  rate  of  7 '53344  grains  troy  of  fine  gold  for  one 
rupee  (i.e.  Is.  4d.  per  rupee) ;  the  second  that  sove- 
reigns and  half-sovereigns  would  be  received  in  pay- 
ment of  sums  due  to  Government  at  the  equivalent 
of  fifteen  rupees  and  of  seven  rupees  eight  annas 
respectively ;  the  third  provision  for  the  issue  of 
currency  notes  in  exchange  for  British  coin  or  gold 
bullion  at  the  rate  of  7  "53344  grains  troy  of  fine  gold 
per  rupee,  sovereigns  and  half-sovereigns  of  current 
weight  bei]3.g  taken  at  the  rate  of  fifteen  rupees  and 
of  seven  rupees  and  eight  annas  respectively.  It  will 
be  noted  that  the  making  of  sovereigns  and  half- 
sovereigns  legal  tender  and  the 'fixing  of  a  permanent 
rate  of  exchange  between  gold  and  the  rupee  were  to 
^be  provided  for  by  future  legislation.  No  action  was 
taken  with  regard  to  Lord  Farrer  and  Lord  Welby's 
joint  recommendation  that  "  the  Government  of  India 
should,  in  view  of  the  ultimate  adoption  of  the  whole 
of  their  plan,  be  prepared  to  secure  the  convertibility 
of  their  token  silver  currency,  and  should,  with  that 
object,  accumulate  a  sufiicient  reserve  of  gold." 

As  soon  as  the  Mints  were  closed  exchange  leaped 
up  from  a  rate  about  14^d..  to  16d.  It  was,  however, 
immediately  apparent  that  the  advance  was  purely 
speculative  and  could  not  be  maintained.  The  rupee 
currency,  owing  to  the  large  speculative  imports  of 
silver  and  the  correspondingly  large  issues  from  the 
Mints  of  rupees  imtaaediately  before  and  after  the 
closure  of  the  Mints,  was  sufficient  to  meet  the  re- 
quirements of  the  next  few  years.  The  imports  of 
silver  were  even  larger  than  the  record  imports  of  1 890- 
1 891 .  In  the  eight  months  July  1 893  to  February  1 894 
the  imports  of  silver  wer^  41  million  standard  ounces, 
as  against  28  million  ounces,  being  the  average  of  the 
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corresponding  eight  months  of  the  previous  five  years. 
Nobody  dreamt  that  in  liquidating  the  favourable 
balance  of  trade  silver  would  be  imported  in  this 
way,  and  least  of  all  the  Secretary  of  State,  who,  at 
the  end  of  a  cable  to  the  Viceroy  dated  July  4, 
said,  "  Though  silver  will  no  longer  compete  with 
bills  on  India,  gold  may  compete." 

Table  of  Imports  and  Peiob  ob  SiiiVBE  and  the  Aveeaqb 
Rate  of  Exchange 


Year  ending 
March  31. 

Net  imports 

of  silver 
into  India. 

Average  price 

of  silver  per 

ounce  in 

pence.* 

Average  rate 

of  exchange 

(in  pence  per 

rupee). 

1. 

2. 

3. 

4. 

1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 

Oz.  (000) 
45,524 
54,329 
27,040 
'27,018 
25,929 
44,285 
23,165 
18,646 

39  B 

35f 

28H 

29| 

30} 

27A 
26** 

27A 

14-985 
14-546 
13-100 
13-638 
14-450 
15-406 
15-978 
16-067 

*  The  figures  in  this  column  relate  to  the  calendar  year. 

These  heavy  imports  of  silver  took  the  place  of 
Council  drafts  in  this  period  and  were,  of  course, 
used  in  the  main  for  jewellery  and  similar  purposes, 
as  the  Mints  were  now  closed  to  the  free  coinage  of 
silver.  The  value  of  the  rupee  (which  weighs  a  tola) 
was  after  the  closing  of  the  Mints  worth  more  than  a 
tola  of  uncoined  silver,  and  the  man  in  the  street  was 
unable  to  see  that  it  was  not  necessarily  a  profitable 
transaction  to  buy  a  tola  of  silver  for  15  annas 
in  what  was  practically  a  falling  market.  This 
occurred  at  a  time  when  the  Secretary  of  State 
unfortunately  suspended  his  Council  sales,  and  this 
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stimulated  the  purchase  of  silver.  The  closing  of 
the  Mints  was  launched  under  two  inauspicious 
events— the  unfortunate  curtailment  in  the  sale  of 
Council  drafts  and  the  large  fall  in  the  gold  price  of 
silver. 

In  some  quarters  the  closing  of  the  Mints  to  the 
unlimited  coinage  of  silver  was  thought  to  be  sufficient 
to  raise  the  exchange  immediately  to  Is.  4d.  per  rupee 
and  to  "  peg  "  it  there.  The  Herschell  Committee 
and  the  Financial  Member  of  Council  both  emphasised 
the  uncertainty  as  to  the  immediate  effect  of  the 
closing  of  the  Mints.  "  It  may  be,"  said  Sir  David 
Barbour  when  introducing  the  Bill,  "  that  the  gold 
standard  can  be  made  effective  from  the  first,  although 
it  will  not  be  secured  until  there  is  a  considerable 
amoimt  of  gold  in  our  treasuries  and  banks.  Or  it 
may  be  that  the  making  of  the  gold  standard  effective 
will  involve  a  long  and  arduous  struggle,  and  neces- 
sitate heavy  sacrifices."  There  were  protests  to 
Government  when  the  Secretary  of  State  sold  his  bills 
below  16d.,  and  the  Government  of  India  telegraphed 
on  June  30,  1893,  that  apprehension  and  uneasiness 
had  been,  caused  in  commercial  circles  by  the  sales  at 
a  lower  rate  than  Is.  4d.  the  rupee.  In  that  telegram 
it  was  suggested  that  if  it  was  inexpedient  to  fix 
a  minimum,  a  moderate  amount  only  should  be  offered 
weekly,  extra  allotments  being  refused  altogether  or 
granted  only  on  such  terms  as  would  make  their  cost 
equivalent  to  what  would  be  incurred  by  exporting 
gold  to  be  exchanged  for  rupees  at  the  Indian  Mints. 
The  Secretary  of  State  rightly  held  it  to  be  inexpedient 
to  fix  a  minimum  rate  for  exchange,  and  proposed 
reducing  drawings  while  still  meeting  Home  Treasury 
requirements.    In 'August  the  Bombay  Chamber  of 
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Commerce  deprecated  the  sale  of  bills  at  Is.  3jd. 
per  rupee  as  "  the  sale  has  shaken  confidence  in  the 
power  of  Government  to  efEect  the  object  of  recent 
currency  legislation,  and,  in  the  opinion  of  the  Com- 
mittee, has  been  made  at  an  inopportune  moment, 
before  the  Indian  export  season  has  opened,  and 
therefore  before  Government's  poUcy  has  had  a  fair 
trial. ' '  The  President  of  the  Indian  Currency  Associa- 
tion, the  secretary  of  the  Bank  of  Bengal,  and  others 
brought  to  the  notice  of  Government  the  feeling 
in  commercial  circles.  Government  informed  the 
Secretary  of  State,  and  on  August  25  pointed  out 
that  the  existing  uncertainty  caused  the  mercantile 
community  heavy  loss,  hampered  trade,  and  thereby 
reduced  the  demand  for  Council  drafts.  The  Secre- 
tary of  State  did  curtail  his  sales.  His  sales  from 
July  to  December  1893  were  only  £746,000,  as  com- 
pared with  £6,335,000  in  the  corresponding  period  of 
the  previous  three  years.  On  January  20,  1894  a 
forced  value  for  Councils  was  abandoned,  and  on 
January  31  a  considerable  allotment  of  drafts  took 
place  at  14-375d.  The  lesson  of  this  was  that  it  is 
impossible  to  force  exchange  to  a  level  that  is  not 
justified  by  market  conditions.  The  Secretary  of 
State  should,  in  other  words,  sell  freely  when  the 
demand  is  great  and  vice  versa.  These  small  sales 
were  accompanied  by  Considerable  uneasiness,  especi- 
ally in  the  export  trade,  a  large  accumulation  of 
treasury  balances — the  treasury  balances  on  January 
31,  1894  were  E.  23,80  lakhs,  or  81  per  cent 
higher  than  the  average  of  the  five  previous 
years, — and  also  by  a  considerable  import  of  silver, 
as  we  have  seen  above.  The  following  table 
shows  the  monthly  rate  of  exchange  and  the  Secre- 
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tary  of  State's  drawings  from  June  1893  to  April 
1894: 


Secretary  of 

State's 

drawings 

£(000). 

Bate  of 
exchange. 
(Pence  per 

rupee.) 

June  1893     . 
July  1893     . 
August  1893 
September  1893 
October  1893 
November  1893 
December  1893 
January  1894 
February  1894 
March  1894 
April  1894    . 

2,478 

25 

78 

7 

5 

617 

14 

98 

1,023 

1,915 

1,368 

15039 
15-974 
15-243 
15-350 
15-334 
15-251 
15-242 
14-408 
13-787 
13.870 
13-626 

The  tumble  in  the  price  of  silver  at  the  closing  of 
the  Mints  was  the  second  of  the  two  inauspicious 
events  referred  to  above.  The  fall  in  silver  was  no 
less  than  Sjd.  in  June  1893.  On  June  24,  when 
rumours  of  the  closing  of  the  Mints  took  place,  silver 
was  in  London  37|d.,  on  the  26th,  36d.,  and  on  the 
last  day  of  that  month  it  fell  to  30jd.  In  the  United 
States  there  was  a  considerable  opinion  against  the 
Sherman  Act,  the  repeal  of  which  had  alwa-ys  been 
anticipated  by  the  Government  of  India.  A  special 
session  of  Congress  took  place  on  August  7,  and  the 
purchase  clause  of  that  Act  was  repealed  after  lengthy 
discussion  on  November  1,  1893.  This  was  antici- 
pated by  the  Government  of  India  and  it  was  one  of 
the  most  important  factors  that  led  to  the  closing  of 
the  Indian  Mints.  In  the  month  in  which  the  Mints 
were  closed  there  was  widespread  panic  in  the  United 
States,  and  there  was  the  same  apprehension  felt 
there  as  here.  We  asked  ourselves  what  would 
happen  to  silver  if  the  Sherman  Act  was  suspended 
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and  no  less  than  37  per  cent  of  the  world's  annual 
production  were  dumped  on  the  market,  and  the 
United  States  asked  themselves  what  would  happen 
if  India  ceased  importing  silver  as  she  had  been 
doing,  having  imported  33  per  cent  of  the  world's 
production  during  the  years  the  Sherman  Act  was  in 
force. 


(2)  The  Stimulus  of  a  Falling  Exchange 

During  this  period  there  was  a  beUef  that  the  fall 
in  exchange  stimulated  exports  from  India  and  was 
beneficial  to  the  country  as  a  whole.  Exporters  were 
asked  to  give  evidence  on  this,  and  asserted  from 
practical  experience  that  they  obtained  an  increasing 
number  of  rupees  against  given  quantities  of  their 
exports.  No  one  disputes  that  if  an  exporter  sells 
goods  in  a  foreign  market  and  the  price  be  taken  as 
fixed,  a  fall  in  the  value  of  his  own  currency  as  com- 
pared with  that  of  the  country  in  which  he  sells, 
increases  his  currency  receipts  by  the  equivalent  of 
the  depreciation  in  his  own  currency  relatively  to 
that  of  the  foreign  country,  and  may,  often  does, 
increase  his  profits  even  in  a  larger  proportion.  There 
is  nothing  new  about  that.  It  is  simply  a  question 
of  common  sense  and  ordinary  arithmetic.  But  the 
theory  of  a  stimulus  to  trade  by  a  falHng  exchange 
during  this  period  was  widely  held  in  India,  and  the 
Japanese  Commission  of  1896  and  the  Mexican  Com- 
mission of  1903  on  monetary  matters  both  held  that 
a  falUng  exchange  stimulates  exports  in  silver  standard 
countries.  There  was  in  this  period  a  danger  of  the 
theory  passing  into  a  "  catchword,"  and  becoming 
one  of  what  Bacon  called  the  "idols  of  the  market- 
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place."  It  is  clear  that  muddling  was  at  the  top  of 
its  form  in  regard  to  it.  Professor  Kemmerer  in  his 
interesting  book  on  Modern  Currency  Reforms  quoted 
the  report  of  the  British  Consul-Greneral  at  Hakodate, 
Japan,  which  shows  that  a  fall  of  exchange  is  not 
necessarily  a  good  thing  for  trade  between  countries. 
Like  many  other  stimulants  it  is  irregular,  and  in  this 
case  checked  imports.  In  1892  Hakodate  imported 
1500  tons  of  water-pipes  at  4  guineas  a  ton  or  (at  the 
rate  of  exchange)  28  silver  dollars.  In  1894  Hako- 
date again  advertised  for  1500  tons  to  complete  her 
water-supply  system.  The  same  firm  tendered  at 
£4  per  ton,  but  exchange  had  fallen  so  much  that  it 
required  40  dollars  to  buy  four  sovereigns.  In  these 
circumstances  Hakodate  refused  all  tenders,  erected 
her  own  works,  and  when  last  heard  from  was  ex- 
porting pipes  to  Chin^  and  to  India.  Professor 
Kemmerer  also  points  out,  in  dealing  with  the  Mexican 
Currency  Reform,  1903-8,  that  the  argument  in  favour 
of  a  continuance  of  the  silver  standard  in  Mexico 
because  of  the  encouragement  to  the  export  trade 
from  a  decline  in  the  gold  value  of  silver  was  weaker 
for  Mexico  than  for  most  countries,  because  approxi- 
mately half  of  Mexicc^'s  exports  consisted  of  depreci- 
ating silver,  and  secondly  because  Mexico  was  largely 
dependent  on  foreign  countries  for  supplies  of  mining 
machinery,  chemicals  such  as  quicksilver,  and  railway 
materials,  whose  peso  cost  was  greatly  increased  by 
the  decline  in  silver.  The  untenable  delusion  of  a 
falling  exchange  being  beneficial  to  trade  may  be 
partially  exposed  by  asking  the  question  as  to  what 
are  the  ultimate  limits  of  a  beneficial  fall.  The 
Fowler  Committee  failed  to  discover  at  what  precise 
point,  if  at  all,  the  advocates  of  this  view  would  say 
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that  the  alleged  advantage  ceased.  The  Financial 
Member  of  Council  in  introducing  the  Financial  State- 
ment for  1891-92  said:  "Things  are  not  always  as 
they  seem  to  be,  and  though  we  can  all  see  the  sun 
rise  in  the  east  and  set  in  the  west,  we  do  not  in  the 
present  day  believe  that  the  sun  revolves  round  the 
earth  once  in  every  period  of  twenty-four  hours. 
Trade  between  different  countries  is  essentially  a 
barter  of  goods  for  goods,  and  its  extent  and  nature 
are  determined,  in  the  long  run,  not  by  the  standard 
of  value  in  use  in  either  country,  but  by  the  com- 
parative cost  of  production  of  commodities  in  these 
countries.  .  .  .  That  trade  between  different  countries 
ebbs  and  flows  in  accordance  with  the  fluctuations  in 
exchange  is  a  fact  which  falls  within  our  daily  ex- 
perience, and  is  wholly  in  accordance  with  theory, 
but  I  have  yet  to  learn  that  the  total  quantity  of 
water  discharged  into  the  sea  by  a  river  is  dependent 
on  the  tides  at  its  mouth,  and  that  the  greater  the 
strength  of  the  tides  the  larger  the  total  average 
volume  of  discharge.  The  current  may  run  into 
greater  velocity  when  the  tide  is  falling,  but  the 
additional  volume  of  water  poured  into  the  sea  is 
only  the  same  as  the  volume  which  was  forced  back 
when  the  tide  flowed  the  other  way."  In  short,  it 
is  the  comparative  cost  in  production  that  affects  the 
trade  between  countries,  i.e.  the  relative  cost  of  pro- 
ducing commodities  in  one  country  as  compared  with 
the  relative  cost -of  producing  the  same  commodities 
in  another  country.  This  is  often  forgotten,  especi- 
ally at  the  present  time  when  the  possibilities  of  a 
further  rise  in  exchange  are  discussed.  Our  jute  and 
tea  industries  depend  not  on  the  relative  value  of  the 
rupee  to  the  sovereign,  but  on  the  fact  that  our 
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customers  cannot  produce  jute  and  tea  as  we  can, 
and  they  require  these  commodities,  and  are  willing 
to  give  piece-goods  and  iron  and  steel  in  exchange 
for  them.  Any  change  in  the  relative  value  of  the 
rupee  to  the  sovereign  does  not  in  the  long  run 
weaken  their  demand  or  reduce  the  amount  of  goods 
which  they  are  prepared  to  give  in  exchange,  and, 
therefore,  it  does  not  affect  the  production  of  these 
articles  in  India.  By  a  falling  exchange  in  this  period 
India  did  mot,  all  things  considered,  gain  in  its  inter- 
national trade,  since  the  extra  price  received  for  its 
exports  was  balanced  by  the  extra  price  paid  for  its 
imports.^ 

As  will  be  seen  from  the  following  summary  table, 
silver  prices  of  exports  increased  in  greater  propor- 
tion than  their  gold  prices,  while  the  gold  price  of 

Indian  Peices,  1890-1900 

Index  numbers  (average  of  the  figures  for  the  five  years  ending 
1894  being  taken  as  100). 


1890. 

,1891. 

1892. 

1893. 

1894. 

1895. 

1896.* 

1897.» 

1898. 

1899. 

1900.* 

Exports- 

Silver  prices 

97 

96 

101 

104 

102 

103 

109 

115 

95 

93 

115 

Gold  prices 

113 

104 

98 

98 

86 

91 

102 

114 

98 

96 

119 

Imports — 

Silver  prices 

105 

97 

97 

103 

97 

101 

109 

100 

93 

101 

111 

Gold  prices  t 

123 

105 

94 

97 

82 

89 

102 

99 

96 

105 

114 

General   aver- 

age— 
Silver  prices 

99 

97 

101 

104 

101 

103 

108 

111 

95 

95 

114 

Gold  prices. 

116 

105 

98 

98 

85 

91 

101 

110 

98 

99 

118 

General   aver- 

age of  wages 

In  India  t  . 

98 

99 

100 

101 

102 

105 

108 

110 

112 

115 

119 

Eate    of    ex- 

change §     . 

117 

108 

97 

94 

84 

88 

93 

99 

103 

104 

103 

Price  of  silver 

in  London  . 

121 

114 

101 

90 

73 

76 

78 

70 

68 

70 

72 

•  Exceptional  years  on  account  of  famine  following  a  deficient  monsoon. 
t  All  commodities,  30  articles  (Department  of  Statistics  Index  Number). 
t  Report  on  the  enquiry  into  the  Rise  of  Prices  in  India  published  by  the  Super- 
intendent, Government  Printing,  Calcutta. 

§  Finance  and  Revenue  Accounts  (Government  of  India). 

1  (1)  Herschell  Committee  Beport,  para.  27  (C.  7060,  1893).  (2)  Dr. 
Alfred  Marshall's  evidence  before  the  S'owler  Committee  (see  Q.  11,792, 
1899).     (3)  Barbour,  The  Standard  of  Value,  chapter  xv. 
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the  rupee  declined.  Wages  and  other  expenses  of 
production  rose  steadily,  as  did  silver  prices  of  ex- 
ports. Exporters  and  producers,  therefore,  received 
on  the  whole  increasing  rupee  prices. 

It  is  a  steady  exchange  that  a  country  requires 
and  not  a  fluctuating  exchange  which  leads,  especially 
in  regard  to  future  contracts,  to  much  uncertainty, 
gambling,  and  depression  of  longer  or  shorter  duration. 
During  the  period  1874  to  1893,  for  example,  when 
the  question  of  the  exchange  value  of  the  rupee  was 
the  one  financial  question  dominating  all  others  in 
India,  the  uncertainty  as  to  the  course  of  exchange 
from  day  to  day,  week  to  week,  and  month  to  month, 
made  it  impossible  to  put  through  a  business  trans- 
action without  either  accepting  a  peculiar  risk  or 
insuring  against  it.  From  the  point  of  view  of  the 
Government  of  India  an  uncertain  fluctuation  in 
exchange  had  two  serious  disadvantages.  It  led  to 
additional  taxation  to  meet  an  uncertain  fall  in 
exchange.  It  also  made  the  framing  of  a  budget 
impossible,  if  accuracy  in  forecasting  is  to  be  taken  as 
the  criterion  of  budget-making.  At  the  best  of  times 
this  is  never  an  easy  task  in  India,  for  we  have 
to  contend  with  the  unknown  factor  of  the  year's 
monsoon. 

(3)  The  Rise  in  Rupee  Exchange 

Exchange  depends  on  trade  conditions,  on  the 
relation  between  our  exports  and  our  imports.  That 
is  a  platitude.  It  must  not,  however,  be  forgotten 
that  the  volume  of  currency  as  influencing  rupee 
prices  is  an  important  factor.  The  relation,  on  the 
one  hand,  between  the  volume  of  the  currency  offering 
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in  the  markets,  and,  on  the  other  hand,  the  work  that 
the  currency  has  to  do,  is  very  important,  not  only  in 
regard  to  rupee  prices  in  the  country  itself,  but  as 
regards  exchange  through  the  influence  of  rupee  prices 
on  exchange.  The  volume  of  currency,  in  other  words, 
as  influencing  rupee  prices  was  an  important  factor 
in  exchange  during  this  period.  The  question  arises 
then  in  reviewing  the  currency  policy  of  the  period 
whether  there  was  a  comparative  decrease  in  the 
volume  of  the  currency  as  compared  with  the  number 
of  transactions.  Was  there  not  merely  an  actual 
decrease  but  a  relative  decrease  as  compared  with 
the  beginning  of  this  period  ?  Did  the  law  of  supply 
and  demand  apply  to  currency  in  this  period  ?  Did 
the  monetary  demand  increase  more  rapidly  than  the 
supply  ?  The  Government  of  India  in  their  despatch 
dated  March  3,-  1898,  which  led  to  the  appoint- 
ment of  the  Fowler  Committee,  said  that  their  ex- 
perience since  1893  had  undoubtedly  proved  that  a 
contraction  in  the  volume  of  the  rupee  currency, 
with  reference  to  the  demands  of  trade,  had  the 
direct  effect  of  raising  its  exchangeable  value  in 
relation  to  gold. 

After  the  closing  of  the  Mints,  exchange  advanced 
from  a  rate  of  about  14|d.  to  16d.,  a  speculative  rate, 
as  we  have  seen,  that  could  not  be  maintained.  The 
exchange  value  was  much  less  than  16d.  and  the  rate 
fell.  In  1894  it  continued  to  fall,  but  in  1895  steadily 
recovered  until  it  reached  16d.  in  1898.  The  chart 
below  brings  out  the  movement  in  exchange  during 
this  period. 
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OiAeatu  Of  THE  couffse  or  Cxch4/vcc  oiv  Bills  0Aaw/v  by 
rue  SicuBTAHr  or  Statl  roR  India  «vo   rut  Pttiet  or  SiiveR 
IN  Latteou  in  eACH  year  ntou  rss'  to  1900, 
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n>e  data  of  the  chart  are  :- 

Price  oj  Silver  on  se  Juni   1893  .  .  ...       aed  taken  as  lOo., 

Hate  OJ  Exehanqe  on  the  3"  week  of  June  IS93   I4-906  d  taken  as  loo.^ 

The  chart  is  based  on  the  following  data  : 


1893. 

1894. 

1895. 

1896. 

1897. 

1898. 

1899. 

1900. 

Average  rate  of 
exchange     . 

Priceiof  silver 
(pence  per 
standE^d  oz.) 

14-546 
35t 

13100 

28H 

13-638 

27J 

14-4^0 
301 

15-406 

27A 

15-978 
26JS 

16-067 

15-973 

28i 

Immediately  after  June  1893  there  was  a  con- 
siderable absorption  of  rupees,  and,  as  Sir  Clinton 
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Dawkins  later  pointed  out  in  1900,  it  is  not  rash  to 
assume  that  at  the  closing  of  the  Mints  the  silver 
currency  was  redundant.  It  is  an  importani;  question 
which  has  a  close  bearing  on  the  rise  of  exchange  in 
this  period.  A  predecessor  of  ours,  Mr.  J.  E.  O'Conor, 
Director-General  of  Statistics,  pointed  out  in  one  of 
the  Annual  Eeviews  of  Trade  that  if  the  fall  in  the 
imports  of  silver  after  the  closing  of  the  Mints  were 
taken  as  not  very  much  in  excess  of  ordinary  require- 
ments, then  the  inference  might  be  drawn  that  more 
than  half  of  the  yearly  additions  to  the  currency 
before  the  closing  of  the  Mints  went  into  the  melting- 
pot  for  conversion  into  ornaments  or  into  the  earth 
as  hoards.  The  net  imports  (imports  minus  exports) 
of  silver  tend  to  confirm  this.  These  were  in  the  year 
ending  March  31  : 


1891 

.   51,000,000  ounces. 

1896' 

.  27,000,000  ounces 

1892 

.   32,000,000      „ 

1897 

.  26,000,000      „ 

1893 

.   46,000,000      „ 

1898 

.  44,000,000      „ 

1894 

.   54,000,000      „ 

1899 

.  23,000,000      „ 

1895 

.   27,000,000      „ 

1900 

.   19,000,000      „ 

These  figures  represent  net  imports  on  Government 
as  well  as  on  privait^  account.  The  absorption  of 
rupees  decreased  when  the  value  of  the  rupee  in 
exchange  was  above  its  content  value  as  is  illustrated 
by'  the  following  data  : 

'    (In  orores  of  tolas. )  * 


Year  ended  March  31. 

Absorption 
of  rupees. 

Bullion. 

Total. 

1894 
1896 
1896 
1897 
1898 
1899 
1900 

10 
5 
2 
6 
-1 
3 
1 

11 
8 
8 
8 

13 
8 
5 

21 
13 
10 
14 
12 
11 
6t 

•  A  tola,  the  weight  ol  a  rupee,  180  grains,  is  the  equivalent  of  |  oz.  The  details 
ol  this  table  are  given  on  page  142  of  the  Prices  Enquiry  Committee's  Report,  volume 
i..  Superintendent,  Government  Printing,  India,  Calcutta.  f  Famine  year. 
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Government  added,  it  will  be  remembered,  to  the 
currency  by  taking  over  from  the  banks  a  considerable 
stock  of  silver  held  or  in  transit  at  the  time  of  the 
closing  of  the  Mints  which,  when  coined,  amounted 
to  nearly  two  crores  of  rupees.  In  1896  the  maximum 
of  the  invested  portion  of  the  Paper  Currency  Reserve 
was  reached:  While  there  were  additions  to  the 
currency  there  was  less  coinage  '  than  hitherto, 
especially  between  1895  and  1899.  Prom  the  figures 
of  coinage  it  may  be  argued  that  even  allowing  for  the 
reappearance  of  rupees  from  hoards  after  1893  (which 
did  not  occur  except  in  1898)  there  would  appear 
to  be  a  distinct  contraction  in  the  circulation.  The 
coinage  of  rupees  was  : 

Coinage  of  Rttpees* 
(In  lakhs  of  rupees.) 


Year  ended  March  3X. 

New 
coinage. 

Re- 
coinage. 

Net 
coinage. 

Coinage  per 
capita. 

Es.     A.      P. 

Decennial  average,  1876-1885 . 

6,49 

25 

6,24 

0      4       1 

Do.              1886-1895. 

7,79 

26 

7,53 

0      4       4 

Do.              1892     .     . 

5,55 

19 

5,36 

0       3       1 

Do.              1893      .     . 

12,69 

18 

12,51 

0       7       1 

Do.              1894     .     . 

4,81 

20 

4,61 

0       2       8 

Do.              1895     .     . 

9 

6 

3 

0       0       1 

'  Do.              1896     .     ". 

29 

29 

0       0       2 

Do.              1897     .     . 

57 

64 

-7 

0      0      4 

Do.              1898      .     . 

99 

61 

38 

0      0      7 

Do.              1899     .     . 

70 

33 

37 

0       0       5 

Do.              1900     .     . 

223 

91 

132 

0      1      3 

*  See  Table  No.  14.  t  Includes  half  rupees  and  small  silver  coins. 

It  is  sometimes  said  in  view  of  this,  that  as  soon  as 
circumstances  called  for  an  increased  demand  for 
rupees,  the  net  additions  being  curtailed,  the  exchange 
value  of  the  rupee  was  bound  to  rise.  The  data  are 
insuflS.cient  to  show  whether  there  was  in  reality  a 
relative  contraction  of  the  currency.  We  have,  there- 
fore, to  turn  to  further  statistics. 
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In  the  iiTst  place  we  may  turn  to  prices  and  also 
to  discount  rates.  We  shall  then  examine  the  active 
rupee  circulation  of  each  year  and  the  growth  of 
business  in  order  to  see  to  what  extent  this  contraction, 
if  at  all,  occurred.  Apart  from  a  slight  rise  in  1892-93 
prices  were  steady  from  1890  to  1895.  In  1896  and 
1897  the  general  price  level  rose,  due  entirely  to  the 
rise  in  the  prices'  of  food  grains  and  oil-seeds,  the 
result  of  the  failure  of  the  monsoon  in  several  parts 
of  India.  In  the  two  succeeding  years  prices  fell 
greatly  on  the  return  of  favourable  agricultural  con- 
ditions. In  1899,  the  year  before  the  famine  of  1900, 
prices  were  actually  between  6  per  cent  (weighted 
average)  and  9  per  cent  (unweighted  average)  below 
the  level  of  1893.  The  in'dex  numbers  given  elsewhere 
may  be  briefly  summarised  : 

Index  Numbers  of  Wholesale  (Rupee)  Peioes 
(Average  of  1890-94=100.) 


Unweighted. 

Weighted. 

1890   .   .   . 

99 

94 

1891 

97 

97 

1892 

101 

106 

1893 

104 

104 

1894 

101 

98 

1895 

103 

97 

1896 

108 

106 

1897 

111 

123 

1898 

95 

101 

1899 

95 

98 

1900 

114 

115 

The  period  of  this  rise  in  exchange  belongs  to  the  first 
of  the  two  periods  into  which  the  history  of  the  Indian 
price  levels  divided  itself,  i.e.  the  period  up  to  1904 
when  internal  conditions  were  the  principal  factors 
determining  prices.     In  the  second  period,  from  1905 


V       NINETEENTH  CENTURY  CURRENCY   159 

onwards,  Indian  price  levels  enter  on  a  new  phase,  the 
causes  determining  the  rise  being  chiefly  world-wide. 
Owing  to  the  intense  famines  during  1896,  1897,  and 
1899  the  general  movement  in  prices  is  so  upset 
as  not  to  warrant  definite  conclusions  regarding  the 
contraction  of  the  currency.  Discount  rates  show  a 
noticeable  increase  between  1895  and  1899.  These 
rates  are  the  Presidency  Bank  Rates,  i.e.  the  rates 
charged  for  demand  loans,  the  rates  charged  day  by 
day  for  loans  advanced  on  such  security  as  Govern- 
ment Paper.  These  rates  (which  seldom  differ 
among  the  three  Presidency  Banks  by  more  than  one 
per  cent)  afiord  an  index  for  measuring  the  supply 
and  demand  of  money.  The  published  bank  rate  in 
India  is,  as  explained  in  a  later  portion  of  this 
book,  not  the  same  as  the  English  Bank  rate  which 
is  in  normal  times  the  official  minimum  rate  at  which 
the  Bank  of  England  will  discount  bills.  For  loans 
and  advances  the  Bank  of  England  charges  half  per 
cent  more  than  for  discounting  bills.  Sir  James 
Meston  in  his  evidence  before  the  Chamberlain  Com- 
mission pointed  out  "  that  the  test  of  the  bank  rate 
ought  not  to  be  pressed  to  the  same  extent  that  it 
is  in  England,  because  it  means  very  often  a  very 
different  thing.  A  high  bank  rate  may  simply  be  a 
device  of  the  Presidency  Bank  in  a  given  area  to 
prevent  certain  forms  of  trading,  to  check  over-trading, 
and  to  check  speculation.  We  often  see  that,  when 
the  money  market  in  reality  is  not  tight  and  when 
you  can  get  local  loans,  shroffs'  ^  loans,  as  they  are 
commonly  called,  at  rates  very  much  below  the  official 
bank  rate."  ^    The  bank  rates  are  influenced  largely 

'  Minutes  of  evidence,  Chamberlain  Commission  on  Indian  Finance  and 
Currency,  volume  ii.  (Cd.  7237,  1914,  Q.  9220). 
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by  the  demand  for  money  required  to  finance  produce 
for  export  to  foreign  markets  and  for  raw  materials 
for  the  major  Indian  industries.  Shrofis'  money,  on 
the  other  hand,  finances  largely  the  moving  and  the 
storing  of  crops  required  for  local  consumption  and 
export.  Loans  taken  from  the  banks  go  to  a  consider- 
able extent  to  redeem  advances  originally  made  by 
the  shrofEs,  and  the  shroffs'  rates  may  be  moderately 
easy  when  bank  money  is  tight.  The  bank  rates  in 
this  period  were : 

Average  Bank  RateS  or  the  Pbesidency  Banks 
FROM  1893  TO   1900 


Bank  of 

Bank  of 

Bank  of 

Bengal. 

Bombay. 

Madias. 

1893     .       .       . 

4-88 

4-90 

5-27 

1894     . 

5-39 

5-50 

501 

1895     . 

4-33 

3-95 

4-26 

1896     . 

5-69 

5-47 

5-64 

1897     . 

7-92 

7-87 

7-98 

1898     . 

8-06 

8-29 

7-80 

1899     . 

5-91 

5-88 

605 

1900     . 

5-34 

5-34 

5-87 

As  stringency  on  the  loan  market  may  be  due  to 
factors  other  than  a  scarcity  of  currency,  we  cannot 
say  more  than  that  the  high  averages  of  18*97  and  1898 
may  be  partially  due  to  the  growing  scarcity  of  money. 
To  those  who  crave  hungrily  for  monetary  statistics, 
the  evidence  of  a  relative  contraction  about  1898 
in  the  currency  seems  a  positive  fact.  To  others  it 
appears  less  convincing,  and  even  in  some  respects  of 
little  importance,  and,  as  Prince  Hal  would  say,  "  a 
triflesome  ten-penny  matter."  We  have,  however, 
n©t  yet  drained  to  the  dregs  the  joyous  vintage  of 
statistics  relating  to  this  question.     We  have  still 
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the  data  on  the  growth  of  business  and  the  active 
rupee  circulation  to  examine. 

The  leading  data  in  the  table,  which  shows  business 
conditions  since  1890,  have  been  collated  on  external 
and  internal  trade,  railway  traffic,  payments  of  money 
orders,  the  capital  of  joint  stock  companies,  receipts 
and  expenditure  of  the  Government  of  India,  the 
production  of  the  chief  staples — rice,  wheat,  jute, 
cotton,  tea,  coal,  iron  ore,  petroleum,  and  both  jute 
and  cotton  manufactures.  The  items,  twenty-two  in 
number,  have  been  selected  in  such  a  way  that  we  can 
gauge  with  a  fair  degree  of  accuracy  business  activity 
and  the  growth  of  important  branches  of  industry. 
The  quinquennial  period  1890  to  1894  has  been  taken 
generally  as  the  base  or  standard  period.  According 
to  these  suggestive  statistics  business  increased  in  the 
period  1893  to  1900  by  39  per  cent.  Up  to  1896  the 
expansion  of  business  was  not  more  than  2  per  cent. 
In  1897  and  1898  the  increases  were  large.  In  these 
years,  the  period  of  stringency,  we  see  that  business 
had  expanded  by  about  22  per  cent  as  compared  with 
1893,  the  year  of  the  closing  of  the  Mints. 

The  Growth  of  Business 


1890-94=100. 

1893=100. 

1893   . 

105 

100 

1894 

110 

105 

1895 

109 

104 

1896 

107 

102 

1897 

124 

118 

1898 

128 

122 

1899 

131 

125 

1900 

146 

139 

The  method  of  calculating  the  active  rupee  circula- 
tion is  sometimes  little  understood,  and  therefore  easily 

M 
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misunderstood.  From  the  coinage  statistics  alone  it 
is  not  possible  to  determine  tlie  amount  of  rupees  in 
active  circulation  in  India .  A  large  number,  especially 
prior  to  the  closing  of  the  Mints,  was  melted  down 
for  ornaments  and  similar  uses.  Government  have 
from  time  to  time  withdrawn  from  circulation  old 
issues  and  recoined  these.  In  1878,  for  example,  all 
coins  issued  prior  to  1835  were  ordered  to  be  with- 
drawn ;  in  1896  the  mintage  of  1835  ;  and  in  1901 
the  mintage  of  1840  (i.e.  rupees  coined  between  1840 
and  1862,  all  of  which  bore  the  date  1840).  A  small 
percentage  of  1835  and  1840  issues  is  still  received 
into  the  treasuries,  and  these  issues  are  then  recoined. 
A  certain  amount  of  the  coinage  is  melted  down, 
hoarded,  lost,  or  exported.  From  1835  to  March  31, 
1919,  the  total  coinage  amounts  to  over  605  crores, 
but  for  the  reasons  just  stated  this  could  not  be 
taken  as  the  active  circulation.  The  statistics,  never- 
theless, form  one  of  the  two  sets  of  data  on  which 
the  circulation  is  based. 

Since  1875  an  examination  of  the  composition  of 
the  rupee  circulation  is  made  annually  in  May.  In  all 
treasuries  and  currency  offices,  bags  of  ordinary  size, 
containing  R.  1000  or  R.  2000,  received  in  payment 
of  revenue,  etc.  {i.e.  in  current  circulation,  in  order 
to  represent  as  accurately  as  possible  the  description 
of  coins  in  current  use),  are  examined  in  detail,  and 
returns  of  the  number  of  rupees  of  each  issue  are 
forwarded  to  the  Accountants-General  who  furnish 
the  provincial  returns  to  the  Controller  of  Currency. 
The  percentage  results  of  the  census  are  jpublished  in 
the  Report  of  the  Controller  of  Currency.  The  amount 
examined  in  each  treasury  and  currency  office  is 
R.  10,000.    It  would  be  well  in  this  connection  if  the 
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attention  of  the  Accountants-General  could  be  drawn 
each  year  to  the  necessity  of  carefully  scrutinising 
the  returns,  as  occasionally  the  treasury  census  is  not 
accurately  done.  The  returns  of  some  provinces  in 
one  year  have  been  known  to  resemble  those  of  the 
previous  year  in  too  close  a  degree.  Sometimes  a 
treasury  may  even  report  the  existence  of  coins  of  a 
year  in  which  there  was  little  or  no  mintage,  although 
this  is  far  less  frequent  a  fault  than  formerly.  In 
1881  the  coinage,  for  example,  was  only  56  lakhs,  and 
it  appears  that  the  percentages  shown  in  the  rupee 
census  are  somewhat  high  for  that  year,  and  higher 
than  those  of  the  1898  coinage,  which  was  75  lakhs. 
This  gives  rise  to  some  suspicion  of  inaccuracy.  Then 
careless  compilation  in  the  office  of  the  Accountants- 
General  is  not  unknown.  The  bad  or  absurd  figures 
are  not  always  eliminated  from  the  returns.  The 
greatest  possible  care  requires  to  be  exercised  in  this, 
because  the  amount  of  rupees  examined  or  taken 
as  a  sample  of  the  active  circulation  is  exceedingly 
small  as  compared  with  the  total  estimated  circulation 
in  any  year.  All  things  considered,  however,  the 
statistics  are  of  undoubted  value,  and  the  effect  of 
such  errors  as  have  been  referred  to  above  is  minimised 
by  the  method  that  has  been  adopted  to  calculate 
this  active  rupee  circulation. 

The  rupee  census  shows  that  the  percentages  of 
several  years'  mintages  attain  their  maximum  value 
generally  in  two  or  three  years  after  their  issue  from 
the  Mints,  and  these  then  commence  to  decline  owing 
to  the  losses  referred  to  above.  It  is  assumed  (1)  that 
the  percentages  in  the  rupee  census  table  are  estimates 
of  the  percentages  of  the  several  years'  issues  to  the 
total  stock  of  rupees  in  circulation,  and  (2)  that  the 
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coinage  of  any  year  is  completely  put  into  circulation 
in  the  year  in  which  the  maximum  percentage  is 
attained.  If  from  the  census  it  appears  that  the 
mintage  of  any  year,  say  1912,  attained  the  maximum 
percentage,  say  5  per  cent,  in  the  year  1915,  then  the 
circulation  in  the  year  1915  could  not  be  more  than 
twenty  times  the  mintage  of  1912.  On  the  coinage, 
however,  of  a  particular  year  it  is  not  possible  to 
obtain  accurate  results.  Moreover,  the  loss  or  wastage 
is  not  allowed  for.  For  the  sake  of  accuracy,  therefore, 
the  coinage  or  mintage  of  the  five  immediately  pre- 
ceding years  has  been  taken,  beginning  with  the 
coinage  which  attained  the  maximum  percentage  in 
the  year  in  which  the  circulation  is  to  be  estimated. 
The  coinage  of  each  of  these  five  years  has  also  been 
reduced  to  allow  for  the  annual  wastage.  The 
geometric  mean  of  the  estimates  obtained  from  each 
of  the  coinages  will  give  a  fairly  accurate  estimate  of 
the  active  circulation  for  the  year  in  question.  The 
rate  of  wastage  has  been  found,  as  explained  in  the 
footnote  in  Appendix  II.,  by  taking  for  a  series  of 
mintages  the  geometric  mean  of  the  ratios  between 
the  percentages  in  two  successive  years  commencing 
with  the  year  of  maximum  percentage,  and  by  taking 
the  arithmetic  mean  of  all  these  geometric  means. 
This  arithmetic  mean  ultimately  gives  the  average 
annual  loss  per  rupee,  and  this  may  be  taken  as  a 
fair  estimate  of  the  yearly  wastage,  particularly  at 
the  infancy  of  the  coinages.  The  rate  of  wastage  has 
thus  been  found  to  be  "0628  as  compared  with  "0677 
arrived  at  by  Mr.  F.  C.  Harrison,  and  used  also  by 
Mr.  W.  S.  Adie,  both  of  whom  were  formerly  Account- 
ants-General  in  the  Finance  Department. 

An  estimate  of  the  circulation  of  rupees  in  India 


V      NINETEENTH  CENTURY  CURRENCY    165 

during  1912  was  made  on  these  lines  as  follows  : 
On  the  assumptions  (1)  and  (2)  made  above,  the 
circulation  in  the  year  1912  (C12)  would  be  equal  to 

Coinage  of  tie  year  1910  x  100  ,.  _  ,3 

Percentage  of  the  coinage  of  1910  in  1912 


or 


Iio  X  100 

10^12 


(l-r)2 


Again,  c,,=^^(l-.)3 

9    12 

I7  X 100  „      , , 

7O12 

where  I  represents  the  coinages  of  the  respective 
years,  S  the  percentages  of  the  particular  coinages 
in  the  census  of  1912,  and  r  the  average  annual  rate 
of  wastage  assumed  constant  for  the  period. 

The  geometric  mean  of  the  five  values  of  C12  is  182, 
and  this  is  the  circulation  in  crores  of  rupees  for  the 
year  1912.  This  agrees  very  closely  with  the  estimate 
which  the  Government  Prices  Enquiry  Committee  (of 
which  the  writer  was  a  member)  made  for  that  year, 
viz.  185  crores.  The  Controller  of  Currency  in  his 
Report  for  the  year  ending  March  31, 1912,  estimated 
the  active  rupee  circulation  to  be  180  crores.  This 
is  the  latest  official  estimate.  It  wiU  be  observed 
that  the  average  rate  of  wastage  which  has  been  found 
to  be  "0628  is  not  the  same,  especially  during  abnormal 
years  such  as  1917,  1918,  1919.  In  view  of  this  a 
different  method  has  been  adopted,  which  avoids 
using  any  value  of  r  in  estimating  the  circulation  of 
any  other  year  when  once  the  circulation  of  any  year 
(1912)  has  been  obtained.     The  method  is  briefly  as 
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follows  :  The  ratio  between  the  circulation  in  two 
successive  years  (say  1912  and  1913,  or  1911  and  1912) 
was  first  determined  by  using  the  percentages  of 
mintages  previous  to  those  years  for  a  series  of  five 
years.  Several  ratios  were  obtained,  by  shifting  this 
series  of  five  years  backwards  and  forwards,  and  the 
geometric  mean  of  these  ratios,  ten  in  number,  was 
taken  to  minimise  the  chance  of  error.  With  these 
ratios  and  the  circulation  of  the  previous  year  or  the 
succeeding  year,  the  circulation  of  the  succeeding  or 
the  previous  year,  as  the  case  may  be,  can  be  found. 
The  actual  calculations  of  the  rupee  circulation  in 
1912  and  in  another  year  are  shown,  by  way  of 
illustration,  in  Appendix  II. 

The  advantages  of  this  ratio  method  are  :  (1)  it 
is  applicable  even  for  years  in  which  the  ordinary 
method  fails  owing  to  no  coinage  having  been  under- 
taken in  the  two  or  three  previous  years  ;  (2)  the  rate 
of  wastage  is  not  required,  except  for  the  "  pegged  " 
year,  1912 ;  and  (3)  by  taking  the  ratio  between  the 
circulation  in  two  consecutive  years,  the  rate  of 
wastage  does  not  introduce  a  large  amount  of  error, 
as  is  explained  in  the  Appendix. 

As  to  the  circulation  of  the  subsidiary  coinage  any 
estimate,  however  rough,  cannot  possibly  be  made, 
since  the  wastage  is  extremely  high,  and  no  census 
is  annually  taken  by  Government.  Since  1835  the 
coinage  of  half-rupees,  quarter-rupees,  and  two-anna 
pieces  (excluding  nickel  coinage)  comes  to  R.  33 
crores  approximately,  but  this,  of  course,  does  not 
in  any  way  mean  active  circulation. 

The  first  thing  that  strikes  one  about  Table  16  on 
p.  462  as  one  looks  down  it  is  the  fact  that  after 
the  closing  of  the  Mints  the  active  rupee  circulation 
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rose.  In  1895  it  decreased,  and  in  1898  increased 
very  slightly,  and  in  1900  it  was  less  than  the  circula- 
tion at  the  time  of  the  closing  of  the  Mints.  The 
conclusion  is  therefore,  in  the  first  place,  that  the 
active  rupee  circulation  actually  decreased.  Secondly, 
in  the  period  1893  to  1900,  while  the  volume  of  active 
rupee  circulation  decreased  by  about  4  per  cent  or 
6  crores,  the  volume  of  business  in  the  same  period 
increased  39  per  cent.  Even  if  the  circulation  of 
currency  notes  and  the  amount  of  cheques  passing 
through  the  clearing-houses  be  included,  the  total 
shows  an  increase  of  about  21  per  cent  only  as  against 
39  per  cent  in  the  growth  of  business.  The  following 
table  brings  this  out  clearly ;  the  index  numbers  are 
given  in  brackets. 


Rupee  Ciecui.ation  and  Active  Note  Cieculation  is  India  and 
THE  Cheques  cleaeed  in  Calcutta,  Bombay,  and  Madras 

Year. 

Rupee 
circulation. 

Active  note 
circulation 

on 
Marcli  31. 

Clearings. 

Total. 

Index  No. 
of  growth 
of  business. 

Hate  oi 
exchange  * 
(pence  per 

rupee). 

1893  . 

1894  . 

1895  . 

1896  . 

1897  . 

1898  . 

1899  . 

1900  . 

Crores. 
136  (100) 
140  (103) 
138  (101) 

134  (99) 
133    (98) 

135  (99) 
132    (97) 
130    (96) 

Crores. 
19  (100) 

17  (86) 

19  (98) 

20  (103) 

19  (96) 

18  (92) 

20  (105) 
22  (113) 

Crores. 
146  (100) 
158 (108) 
176  (120) 
181  (124) 
191  (130) 
176 (120) 
203  (138) 
212  (145) 

'  Crores. 
301  (100) 
315  (104) 
333 (110) 
335 (111) 
343  (113) 
329 (109) 
355  (118) 
364 (121) 

105  (100) 
110  (105) 
109  (104) 
107  (102) 
124  (118) 
128  (122) 
131  (125) 
146 (139) 

14-546 
13-100 
13-638 
14-450 
15-406 
15-978 
16-067 
15-973 

*  Kelates  to  the  financial  year  (ending  March  31)  of  the  succeeding  year. 

Thirdly,  the  circulation  steadily  increased  from  127 
crores  in  1890  to  136  crores  in  1893  and  exchange  fell 
from  18d.  to  15d.  In  1893,  1894,  and  1895,  when  the 
circulation  still  further  advanced,  the  rate  of  exchange 
fell  below  14d.     After  1895  there  was  a  decrease  in 
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the  circulation,  and  the  rate  of  exchange  rose  nearly 
to  16d.  in  1899.  We  have  seen  in  regard  to  discount 
rates  that  there  was  a  certain  amount  of  evidence  of 
an  enhancement  of  the  value  of  the  rupee  in  India 
itself  in  the  rising  of  Indian  discount  rates  greatly 
above  the  average  of  previous  years.  The  efiect  of 
an  increase  in  currency,  other  things  being  equal,  is 
to  lower  exchange,  and  the  effect  of  contracting  it 
relatively  to  the  work  that  it  has  to  do  is  to  raise 
exchange.  This  is  of  interest  in  the  light  of  experience 
from  August  1917  to  the  present  time.  The  statistics 
of  active  rupee  circulation  will,  as  already  noted,  be 
found  in  Table  16  on  p.  462,  where  the  circulation 
from  1890  is  set  out. 


(4)  The  Fowler  Committee 

We  have  seen  that  with  the  closing  of  the  Mints 
in  1893  a  divergence  took  place  between  the  gold  value 
of  the  silver  content  of  the  rupee  and  its  exchange 
value  ;  that  at  first  the  demand  for  rupees  did  not 
increase,  and  largely  on  account  of  the  large  issues 
before  and  after  the  passing  of  the  Act  of  1893  the 
supply  of  currency  during  the  following  years  was 
not  unequal  to  the  demands.  In  October  1896  the 
Financial  Member  of  Council  personally  had  come  to 
the  conclusion  that  it  was  desirable  to  substitute  15d. 
for  16d.  per  rupee  as  the  rate  at  which  Government 
should  be  prepared  to  issue  rupees  for  gold.  The 
proposal,  however,  was  subsequently  dropped,  and 
from  this  onwards  there  was  no  vacillation,  in  spite 
of  many  untoward  circumstances  which  seemed  to 
indicate  that  the  times  were  out  of  joint.  Abnormal 
circumstances,   such   as   plague   and   famine,    sadly 
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interfered  with  exchange.  Money  had  to  be  taken 
from,  the  treasuries  and  sent  inland  for  the  relief  of 
famine  just  at  the  beginning  of  the  busy  season  of 
1896-97.  The  pressure  on  the  money  market  was 
intensified  because  of  this  depletion  of  treasuries  on 
account  of  famine  and  plague  and  the  suspension  of 
the  sale  of  Council  drafts,  a  regular  and  accustomed 
source  of  supply  of  funds  to  the  trade.  With  a  good 
harvest  in  1898  things  resumed  their  normal  aspect. 
Council  drawings,  which  were  £15,527,000  and  the  rate 
of  exchange  14-450d.  in  1896-97,  were  £9,506,000  and 
15-406d.  in  the  following  year  (1897-98),  £18,692,000 
and  15-978d.  in  1898-99,  and  £19,067,000  and  16-067d. 
in  1899-1900.  In  other  words,  by  1897  and  1898 
circumstances  led  to  an  increased  demand  for  rupees, 
and  the  exchange  value  of  the  rupee  rose.  It  became 
profitable  soon  after  the  Fowler  Committee  was 
appointed  in  1898  to  send  gold  to  India  to  be  changed 
into  rupees  at  16d.  per  rupee  {i.e.  R.  15  to  the  £l) 
which  the  notifications  under  Act  VIII.  of  1893 
rendered  possible.  So  long  as  rupees  were  given  in 
exchange  for  gold  by  Government  under  this  notifica- 
tion exchange  could  not  rise  above  16d.  per  rupee 
by  more  than  the  cost  of  shipping  gold  to  India. 
Exchange  could  not  fall  below  16d.  by  more  than  the 
cost  of  shipping  gold  to  London  from  India,  provided 
Government  gave  gold  in  exchange  at  16d.  per  rupee 
or  sold  gold  bills  at  a  fijxed  rate  without  limit,  an  offer 
which,  as  every  one  knows.  Government  had  never 
bound  itself  to  fulfil. 

In  August  1897  the  Secretary  of  State  asked  the 
opinion  of  the  Government  of  India  as  to  whether  the 
Indian  Mints  might  be  re-opened  to  silver  as  part  of 
a  contemplated  arrangement  under  which  France  and 
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the  United  States  would  open  their  Mints  to  silver 
as  well  as  to  gold.  In  September  of  the  same  year 
the  Government  of  India  strongly  recommended  that 
the  invitation  of  France  and  the  United  States — the 
United  States  had  appointed  a  Commission  known  as 
the  Wolcott  Commission  to  confer  with  representa- 
tives of  European  countries — should  be  declined,  as 
they  were  unanimously  of  the  decided  opinion  that 
it  would  be  unwise  to  open  the  Mints,  especially  at  a 
time  when  stabiKty  was  being  obtained  by  their  own 
isolated  and  independent  action.  In  December  the 
Bengal  Chamber  referred  to  this  despatch,  which  had 
declared  in  various  places  that  the  transition  period 
between  the  rejection  of  silver  and  the  adoption  of 
the  gold  standard  was  almost  ended  and  that  the 
gold  standard  was  almost  estabhshed.  The  Chamber 
doubted  whether  the  forecast  was  correct,  since  in 
three  months  that  had  elapsed  since  the  despatch 
was  written  exchange  had  fluctuated  violently,  and 
an  appreciable  decline  in  the  sterling  value  of  the 
rupee  had  been  followed  by  a  smart  rise.  "  The 
mercantile  community  share  the  desire  of  the  Govern- 
ment of  India,"  said  the  Chamber,  "  that  the  period 
of  transition  should  not  be  unnecessarily  prolonged, 
that  the  opportunities  for  speculation  in  exchange, 
of  which  the  fullest  advantage  is  being  taken  in  some 
quarters  to  the  great  detriment  of  legitimate  trade, 
should  be  reduced  or  removed."  In  January  1898 
the  Madras  Chamber  urged  that  prompt  action  should 
be  taken  to  put  an  end  to  a  state  of  affairs  which 
involved  periodical  spasms  and  convulsions  in  the 
money  market  and  drove  capital  away  from  India. 
They  desired  a  stable  minimum,  as  well  as  a  maximum, 
exchange,  and  advocated  the  most  careful  considera- 
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tion  of  what  was  known  as  the  "  Lindsay  Scheme." 
In  March  1898  the  Bombay  Chamber  pointed  out  the 
unsatisfactory  position  of  the  currency,  and  the  fact 
that  for  a  second  year  in  succession  they  found  them- 
selves face  to  face  with  a  bank  rate  of  12  to  13  per 
cent.  The  Chamber  suggested  as  a  solution  of  the 
problem  the  appointment  of  a  Committee  of  financiers 
similar  to  that  which  sat  in  1893.  The  Secretary  of 
State  was  addressed  on  the  3rd  and  24th  March  1898. 
In  the  former  of  these  despatches  it  was  proposed 
(1)  to  establish  a  gold  reserve  by  borrowing ;  (2)  to 
withdraw  from  circulation  and  to  melt  down  rupees 
to  raise  the  gold  value  of  the  rupee  to  16d.,  a  some- 
what crude  proposal ;  and  (3)  to  increase  the  gold 
reserve  by  the  proceeds  of  the  sale  of  the  bullion 
obtained  by  melting  down  the  rupees.  The  value 
of  the  rupee,  in  short,  was  to  be  forced  up  by  a  con- 
traction in  the  volume  of  the  currency,  and  the  16d. 
rate  was  to  be  maintained  by  the  reserve  and  by 
Government's  giving  gold  for  rupees  at  the  rate  of 
16d.  per  rupee.  In  the  despatch  of  24th  March  1898 
Government  said  that  they  had  finally  decided  not  to 
revert  to  the  silver  standard,  and  that  if  opinion  was 
invited  it  should  be,  not  on  the  question  of  principle, 
but  only  on  the  practical  methods  of  effectively 
establishing  the  gold  standard.  They  did  not  object 
to  a  Committee,  although  the  appointment  of  such  a 
Committee  must  involve  delay.  Two  days  before  the 
receipt  of  this  despatch  the  Secretary  of  State  had 
decided  to  appoint  a  Committee  to  consider  and  report 
on  the  proposals  of  the  Government  of  India  and 
upon  any  other  matter  relevant  thereto,  including  the 
monetary  system  now  in  force  in  India.  The  Com- 
mittee was  also  asked  to  report  on  "  the  probable 
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effect  of  any  proposed  changes  upon  the  internal  trade 
and  taxation  of  that  country ;  and  to  submit  any 
modifications  of  the  proposals  of  the  Indian  Govern- 
ment, or  any  suggestions  of  their  own,  which  they 
may  think  advisable  for  the  establishment  of  a  satis- 
factory system  of  currency  in  India,  and  for  securing, 
as  far  as  is  practicable,  a  ■  stable  exchange  between 
that  country  and  the  United  Kingdom."  ^  Sir  Henry 
Fowler  (Lord  Wolverhampton)  was  Chairman  of  this 
Committee  of  eleven.  It  was  appointed  in  April  1898, 
and  reported  in  July  1899,  after  having  held  forty- 
three  meetings  and  examined  forty-nine  witnesses. 

Two  schemes  for  the  establishment  of  a  gold 
standard  without  a  gold  currency  were  referred  to 
by  Government  in  their  despatch  to  the  Secretary  of 
State  dated  March  3,  1898.  The  first  of  these  was 
associated  with  the  name  of  Mr.  A.  M.  Lindsay, 
Deputy  Secretary  of  the  Bank  of  Bengal,  whose 
scheme  was  described  in  various  papers  between  1876 
and  1898.  One  witness  had  supported  it  with  in- 
different success  before  the  HerscheU  Committee,^  but 
that  Committee  merely  passed  it  by  with  "  other  plans 
which  have  been  suggested."  The  locus  dassicus  for 
a  description  of  this  scheme  is  Mr.  Lindsay's  evidence 
before  the  Fowler  Committee  on  pp.  112-158  of 
Part  I.  of  the  Minutes  of  Evidence.*  The  plan  is  based 
on  Ricardo's  Proposals  for  an  Economical  and  Secure 
Currency,  especially  Section  IV.  on  "An  Expedient 
to  bring  the  English  Currency  as  near  as  possible  to 
Perfection."  *    This  scheme  as  put  forward  to  the 

1  Para.  3 — Letter  from  the  Secretary  of  State  to  Sir  Henry  Fowler, 
dated  29.4.1898. 

2  Vide  evidence  of  Mr.  MacDonald,  579-592  (0.  7060,  11.  1893). 

3  C.  9037,  1898. 

•  Pp.  390-454,  McCuUoch'a  edition  (1852)  of  Ricardo's  Works  (London, 
John  Murray). 
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Fowler  Committee  provided  for  a  gold  standard 
reserve  fund  to  be  kept  mainly  in  London.  A  part 
would  be  kept  in  Bombay  and  Calcutta  in  rupees. 
In  Mr.  Lindsay's  own  words,  "£10,000,000  sterling 
should  be  raised  in  London  by  a  long-term  loan  (say 
15  years'  currency),  and  should  be  deposited  in  the 
India  Ofl&ce  or  the  Bank  of  England.  The  fimd  might 
be  styled  the  Gold  Standard  Reserve,  and  the  office 
dealing  with  it  might  be  caUed  the  London  Gold 
Standard  Office.  It  should  be  announced  that  the 
London  Gold  Standard  Office  will  be  prepared  to  sell 
to  all  applicants  rupee  drafts  for  sums  of  R.  15,000 
and  upwards  in  exchange  for  sterling  money  at  the 
rate  of  Is.  4xVd.  per  rupee.  ...  I  propose,  on  the 
one  side,  a  Limit  of  Is.  4r^d.,  and  on  the  other  side,  a 
limit  of  Is.  3|d.,  and  that  the  Hmit  of  amount  should 
be,  in  the  case  of  rupees,  15,000,  and  in  the  case  of 
sterling,  £1000.  The  rupee  drafts  should  be  drawn 
on  two  offices,  to  be  opened  either  in  the  Indian  Mints, 
or  in  the  Calcutta  and  Bombay  Presidency  Paper 
Currency  Offices."  ^  Mr.  Lindsay  was  of  opinion  that 
the  demands  for  drafts  on  the  Gold  Standard  Reserve 
would  come  almost  entirely  from  the  Presidency  banks, 
which  hold  largely  the  balances  of  the  Exchange  banks. 
He  found  that  the  variations  in  these  cash  balances 
were  from  3 J  to  10^  crores,  i.e.  7  crores.  To  be  on 
the  safe  side  he  doubled  this  and  arrived  at  a  sum 
which  would  be  more  than  sufficient  to  redeem  R.  15 
crores  (at  Is.  3fd.  per  rupee),  viz.  £10,000,000. 
When  exchange  rose  to  gold  import  point  (IGx'g^d.,  a 
rate  sufficiently  low  to  avoid  the  temptation  of  ship- 
ping gold  to  be  converted  into  rupees)  the  Bank  of 

1  3382  £E.    Cf.  Lindsay's  Bicardo's  Exchange  Remedy  (London,  EflSngham 
WUson,  1892). 
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England  would  sell  rupee  drafts  (not  sovereigns)  on 
the  rupee  part  of  the  Gold  Standard  Reserve  held  in 
Calcutta  and  Bombay.  The  net  result  of  this  would 
be  to  increase  the  rupee  circulation  in  the  same  way 
as  if  gold  coin  had  been  imported.  The  exporter 
similarly  would  have  a  draft  on  the  Gold  Standard 
Reserve  in  London  at  15|d.  (|d.  being  the  cost  of 
freight  insurance,  etc.,  if  gold  had  been  exported  to 
London).  The  rupees  given  in  payment  for  these 
drafts  were,  of  course,  withdrawn  from  circulation. 
The  circulation  was  reduced  just  as  if  gold  coin  had 
been  taken  from  circulation  and  shipped  to  London. 
If  the  rupee  branch  of  the  Gold  Standard  Reserve  were 
low,  demand  drafts  might  give  place  to  usance  drafts, 
which  would  allow  time  to  ship  silver  to  India  for 
coinage  before  the  drafts  matured,  or  transfers  between 
the  Gold  Standard  Reserve  and  the  Paper  Currency 
Reserve  might  be  made  in  emergencies,  the  bullion  in 
process  of  shipment  and  coinage  being  credited  to  the 
Paper  Currency  Reserve.  A  corresponding  amount  of 
notes  or  rupees  would,  of  course,  be  transferred  to 
the  Calcutta  or  Bombay  branches  of  the  Gold  Standard 
Reserve.  Mr.  Lindsay  held  that  a  gold  currency  was 
unnecessary  in  India,  where  every  one  looked  on  the 
rupee  as  the  store  of  value.  There  was,  however,  a 
special  need  for  a  gold  standard  which  would  inspire 
confidence,  and  everything  depended  on  convertibility. 
If  gold,  in  short,  were  available  in  London  for  a  fixed 
number  of  rupees  paid  in  India,  the  rupee  currency 
would  not  become  redundant  and  would  not  depreciate 
in  its  gold  value.  Rupees,  too,  if  always  available  in 
India  at  a  fixed  rate  against  gold  paid  in  London, 
would  prevent  the  rupee  currency  from  becoming 
scarce,  and  therefore  from  appreciating  on  its  gold 
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value.  The  compensatory  action  in  these  conditions 
is  clear,  especially  in  the  light  of  the  valuable  experi- 
ence which  the  war  brought  in  its  train.  We  shall, 
however,  refer  to  this  in  the  following  chapter. 

The  scheme,  put  forward  mainly  by  Mr.  Lindsay, 
and  since  known  as  the  "  Gold  Exchange  Standard," 
was  imfavourably  received  by  the  Government  of 
India.  In  the  despatch  of  March  3,  1898,  Govern- 
ment said : 

This  scheme,  like  our  own,  operates  largely  through  the 
withdrawal  of  rupees  now  in  circulation,  and  though  it  has 
much  to  recommend,  our  main  reason  for  deciding  not  to 
adopt  it  is  that  it  would  involve  us  in  a  liability  to  pay  out 
gold  in  London  in  exchange  for  rupees  received  in  India  to 
an  indefinite  extent.  Even  if  the  ultimate  liability  were  not 
greater  than  under  our  scheme,  still  its  extent,  from  time  to 
time,  would  be  quite  beyond  our  control,  and  we  can  easily 
conceive  that  we  might  find  ourselves  unable  to  discharge 
it  on  certain  quite  possible  suppositions  as  to  the  market 
rate  of  aschange  and  as  to  the  comparative  redundancy 
of  the  existing  voluime  of  the  rupee  currency.  Mr.  Lindsay, 
it  appears  to  us,  does  not  give  sufficient  weight  to  one- funda- 
mental necessity  of  our  position,  namely,  that  we  must  remit, 
in  the  contrary  direction  to  that  in  which  the  ofier  suggested 
by  Mr.  Lindsay  would  be  operative,  an  annual  sum  of  about 
£17,000,000  to  discharge  our  sterling  liabilities.  In  addition 
to  his  anticipation  that  the  Indian  money  market  could  not 
support  the  withdrawal  of  the  number  of  rupees  which  would 
suffice  dangerously  to  reduce  the  gold  reserve,  Mr.  Lindsay 
relies  on  the  general  confidence  in  the  future  stability  of 
exchange  which  the  promulgation  of  his  scheme  would  induce, 
as  being  certain  to  prevent  the  demand  for  gold  in  London 
rising  to  a  sum  which  would  occasion  us  any  inconvenience  ; 
but  we  think  that  such  confidence  is  much  more  likely  to  be 
established  by  the  accumulation  of  a  strong  gold  reserve  in 
India  than  under  his  plan,  which  contemplates  the  keeping 
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of  the  reserve  in  London,  and  we  prefer  to  establish  con- 
fidence by  that  measure  without  involving  ourselves  in  a 
liability  we  might  possibly  not  be  able  to  discharge. 

In  Ms  evidence  before  the  Fowler  Committee  Mr. 
Lindsay  in  the  first  place  denied  the  liability  to  be 
unlimited,  for  the  simple  reason  that  only  a  limited 
amount  of  rupees  could  be  withdrawn  from  the  money 
market  to  purchase  the  Government  drafts  under  his 
scheme.  More  than  a  limited  amount  of  rupees  could 
not  be  withdrawn  without  causing  a  stringency  which 
would  automatically  stop  the  withdrawal  of  further 
funds.  Mr.  Lindsay  further  pointed  out  that  the 
liability  of  Government  was  much  greater  under  their 
own  scheme  than  under  his,  because  the  redemption 
in  gold  in  India  would  make  inroads  on  the  gold  reserve 
not  merely  for  foreign  exchange  purposes  but  for 
internal  circulation  and  hoards.  The  Finance  Member 
of  Council  (Sir  James  Westland)  further  criticised  the 
scheme  in  a  minute  forwarded  with  the  despatch 
above,  on  the  ground  that  (1)  "  a  gold  reserve  intended 
to  support  the  introduction  and  maintenance  of  a 
gold  standard  in  any  country  ought  to  be  kept  in  the 
country  if  it  is  to  produce  its  full  effect  in  the  way  of 
establishing  the  confidence  which  is  almost  indis- 
pensable to  the  success  of  the  measure  "  ;  and  (2) 
Government  did  not  by  this  scheme  have  sufficient 
control  over  the  exchange  situation.  Mr.  Lindsay  in 
regard  to  the  first  criticism  believed  that  it  was  only 
people  who  sent  out  capital  to  India  that  were  con- 
cerned in  this  matter.  The  token  rupees  woiild  meet 
the  requirements  of  all  those  who  worked  with  local 
capital.  Moreover,  the  gold  would,  if  located  in 
London,  be  used  solely  for  fixing  exchange  and  would 
not  be  frittered  away  in  hoarding  or  internal  circulation. 
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London,  the  one  great  centre  for  the  settlement  of 
international  indebtedness,  was  the  spot  where  gold 
was  required  for  settling  India's  indebtedness.  Such 
a  gold  reserve  could  always  be  conveniently  replenished 
at  short  notice  in  London,  which  would  not  be  the  case 
in  India.  Among  other  reasons  for  the  location  of  the 
fund  in  London  were,  that  there  was  no  danger  of  the 
gold  being  absorbed  into  hoards ;  India  being  far  from 
London,  the  issue  of  fresh  currency  in  a  monetary  crisis 
would  have  to  be  delayed  until  gold  could  be  imported, 
and  silver  for  coining  fresh  rupees  could  best  be  bought 
in  London,  and  therefore  it  was  convenient  to  have 
the  gold  there  with  which  to  purchase  it.  Mr.  Lindsay 
also  said  that  the  object  of  his  scheme  was  to  prevent 
the  use  of  gold  as  currency,  and  to  confine  its  use  to 
the  settlement  of  India's  balances  of  foreign  indebted- 
ness when  required.  It  was  a  pure  waste  of  time  and 
money  to  bring  gold  out  to  India  merely  for  the 
purpose  of  having  to  send  it  back.^  In  reply  to  Sir 
James  Westland's  second  criticism  that  Government 
would  not  have  sufficient  control  over  the  exchange 
situation,  he  said  freedom  from  governmental  inter- 
vention was  one  of  the  scheme's  undoubted  merits, 
and  the  scheme  of  a  gold  standard  without  a  gold 
currency  would  work  as  automatically  as  a  gold 
standard  with  a  gold  currency.  In  answer  to  Sir 
David  Barbour's  criticism  that  the  Government  of 
India  might  be  called  to  find  a  considerable  amount 
of  gold  at  a  time  of  great  tightness,  even  panic,  in  the 
London  money  market,  Mr.  Lindsay  ^  said  that  the 
gold  would  merely  be  transferred  from  one  account 
to  others  in  the  Bank  of  England.  "  A  gold  currency 
system  is  also  liable  to  break  down  in  exceptional 

1  Q.  4056,  C.  9037,  1898.       2  q.  3572-3574,  C.  9037,  1898. 
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circumstances.  During  the  Frainco-Prussian  War  the 
French  had  to  suspend  the  convertibility  of  their  notes. 
I  do  not  for  a  moment  anticipate  that  the  Government 
of  India  can  ever  be  put  in  the  position  of  having  to 
suspend  temporarily  the  convertibility  of  rupees  into 
sterling  drafts  on  London ;  but  still  that  would  be 
excusable  during  a  panic."  Mr.  Lindsay  was  gifted 
with  admirable  enthusiasm,  and  affirmed  that  the 
scheme  of  a  gold  standard  without  a  gold  currency 
would  be  adopted  as  the  best  of  all  systems  and  would 
come  into  use  imperceptibly  and  unnoticed.  It  was, 
however,  rejected  by  the  Fowler  Committee,  which  was 
greatly  impressed  by  the  evidence  of  Lord  Rothschild, 
Sir  John  Lubbock  (Lord  Avebury),  Sir  Samuel  Montagu 
(Lord  Swaythling),  who  held  that  any  system  without 
a  visible  gold  currency  would  be  looked  on  with  dis- 
trust. The  Committee,  in  view  of  this  expression  of 
opinion,  concluded  that  "the  adoption  of  Mr.  Lindsay's 
scheme  would  check  that  flow  of  capital  to  India  upon 
which  her  economic  future  so  greatly  depends.  More- 
over, if  the  system  were  to  be  permanent,  it  would  base 
India's  gold  standard  for  all  time  on  a  few  milHons  of 
gold  (or  rather  command  over  gold)  in  London,  with 
a  liability  to  pay  out  gold  in  London,  in  exchange  for 
rupees  received  in  India,  to  an  indefinite  extent.  This 
was  the  main  reason  which  weighed  with  the  Govern- 
ment of  India  in  deciding  not  to  adopt  the  scheme,  and 
we  think  they  were  justified  in  their  conclusion."  ^ 

The  gist  of  Sir  Lesley  Probyn's  bullion  scheme  was 
outlined  in  his  book  on  Indian  Coinage  and  Currency  ^ 
and  in  his  evidence  before  the  Fowler  Committee. 
Like  Mr.  Lindsay,  Sir  Lesley  Probyn  suggested  a 

1  Fowler  Committee's  Report,  para.  53  (C.  9390,  1899). 
2  London,  Effingham  Wilson,  1897. 
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gold  standard  without  a  gold  currency.  The  scheme 
proposed  the  introduction  of  a  gold  certificate  or 
Government  note  of  R.  1 0,000  denomination.  It  would 
be  given  in  exchange  for  gold.  Notes  of  smaller 
denominations  would  also  be  issued  iu  exchange 
for  gold  and  silver  rupees  as  usual,  but  these  smaller 
notes  would  be  redeemable  only  in  silver  rupees. 
Gold  would  be  received  at  Government  treasuries, 
but  except  as  regards  the  special  R.  10,000  notes, 
gold  certificates  would  not  be  legal  tender.  The 
gold  reserve  would  be  held  in  India,  and  to  prevent 
the  gold  from  being  dissipated  Sir  Lesley  Probyn 
proposed  that  gold  would  not  be  coined,  but  kept 
in  stamped  bars  of  a  high  value.^  In  short,  gold 
would  not  be  made  a  legal  tender  in  India,  but  Govern- 
ment would  hold  a  reserve  of  gold  and  be  prepared 
to  receive  gold  in  exchange  for  currency  notes  of 
not  less  than  R.  10,000  each,  and  to  pay  gold  in 
exchange  for  notes  of  not  less  than  R.  1000  each. 
Government  objected  to  the  scheme  because  they 
did  not  think  it  necessary  to  refuse  to  have  legal 
tender  gold  coins  of  a  convenient  value.  "  We  are, 
moreover,  not  satisfied  that  there  would  be  any 
smaller  disappearance  into  hoards  of  the  gold  bars, 
which  would  be  easy  to  subdivide,  than  of  gold  coins. 
We  are  also  of  opinion  that  the  simpler  and  more 
direct  a  monetary  standard  can  be  made,  the  more 
acceptable  it  will  be  to  the  pubUc.  We  think  that 
the  only  state  of  things  which  can  be  called  a 
thoroughly  satisfactory  attainment  of  a  gold  standard 
is  one  in  which  the  gold  coins  which  represent  our 
standard  are  those  also  which  are  good  for  payments 
in  England."    The  Fowler  Committee  did  not  favour 

»  Q.  6859,  C.  9037,  1898. 
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the  scheme.  The  habit  of  hoarding,  the  Committee 
believed,  did  not  present  such  practical  difl&culties 
as  to  justify  a  permanent  refusal  of  a  gold  currency, 
then  the  normal  accompaniment  of  a  gold  standard. 

Sir  James  Westland  resigned  the  Fiaancial  Mem- 
bership of  Council  before  the  Fowler  Committee  pre- 
sented its  Report.  He  vacated  ofl&ce  after  the  Budget 
in  March  1899,  and  was  succeeded  by  Sir  Clinton 
Dawkins.  During  the  period  in  which  Sir  James 
Westland  was  Finance  Member  of  Council  (1893-1899) 
the  currency  reform  laid  down  by  Sir  David  Barbour 
was  followed  with  great,  perhaps  even  excessive, 
caution.  But  no  one  who  knew  him  had  the  least 
doubt  that  he  was  the  best  man  for  the  place.  Like 
Sir  David  Barbour,  he  possessed  a  dominating  sense 
of  public  duty  and  was  a  tower  of  strength  in  all 
the  activities  of  the  Department,  however  novel  or 
heavy  the  duty  that  was  required  of  him.  It  was  in 
this  period  that  the  sterling  value  of  the  rupee  gradu- 
ally attaiued  the  rate  of  16d.  and  the  gold  standard 
was  all  but  established.  No  guardian  of  the  public 
purse  had  to  contend  with  greater  vicissitudes  of 
fortune.  Like  his  predecessors,  Lord  Cromer,  Sir 
Auckland  Colvin,  and  his  successor.  Sir  Clinton 
Dawkins,  he  spent  some  time  in  Egypt  in  a  financial 
capacity,  but  the  siren  voice  of  the  Indian  Finance 
Department  sang  in  his  ears,  making  it  impossible 
to  shake  ofE  the  wonderful  and  perfectly  irresistible 
fascination  of  the  Department  in  which  he  served 
for  nearly  twenty-nine  years.  His  disembodied  spirit 
still  hovers  over  the  scene  of  his  far-reaching  labours 
and  communicates  a  stimulus  to  his  successors.  On 
his  return  to  England  Sir  James  Westland  was  ap- 
pointed to  the  Secretary  of  State's  Council,  where 
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he  found  the  comparative  leisure  of  a  consultative 
post  somewhat  irksome  after  the  laborious  enterprise 
of  the  previous  six  years.  Sir  Clinton  Dawkins  held 
the  office  for  only  one  short  but  busy  j^ear,  resigning 
in  March  1900.  During  that  time,  however,  his  wide 
knowledge  and  high  authority  in  finance  were  of 
great  value. 

The  Fowler  Committee  reported  in  July  1899  and 
rejected  the  proposals  made  in  1898  by  the  Govern- 
ment of  India,  the  cardinal  principle  of  which  was 
to  raise  the  value  of  the  rupee  by  contracting  the 
volume  of  the  currency.  In  paragraph  44  of  their 
Report  they  pointed  out  that,  if  the  Government  of 
India  could  have  anticipated  the  events  of  1898-99 
(when  over  £2,000,000  of  gold  tendered  in  exchange 
for  rupees  at  Is.  4d.  had  accumulated  in  the  Paper 
Currency  Reserve  and  exchange  had  risen  from 
15-406d.  to  15-978d.,  i.e.  to  practically  I6d.),  their 
recommendations  might  not  have  taken  the  precise 
form  in  which  they  were  put  forward  for  the  con- 
sideration of  the  Secretary  of  State.  "  We  are 
informed  that,  even  if  their  proposals  had  been 
sanctioned  at  once,  they  would  not,  under  the  con- 
ditions that  have  since  prevailed,  have  given  effect 
to  that  portion  of  their  scheme  which  provided  for 
the  withdrawal  of  rupees  from  the  Indian  currency." 
This  some  have  taken  as  an  acknowledgment  of  the 
crudeness  of  the  scheme  originally  submitted  to  the 
Secretary  of  State.  It  is,  however,  to  be  remembered 
that  in  the  twelve  months  following  the  despatch  of 
March  1898  events  moved  rapidly,  and  much  occurred 
that  was  not  dreamt  of  by  those  responsible  for 
currency  policy  in  this  country. 

The  Committee  also  pronounced  against  all  pro- 
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posals  for  the  re-opening  of  the  Indian  Mints  to  the 
free  coinage  of  silver,  and  proceeded  to  point  out 
that  the  practical  alternative  to  silver  monometallism 
was  a  gold  standard,  gold  being,  in  other  words,  the 
measure  of  value  either  with  a  gold  currency  or  with 
a  gold  reserve.  "  Even  apart  from  considerations 
primarily  affecting  the  Government  of  India,  it  is  not 
in  the  permanent  interests  of  India  that  her  foreign 
commerce,  over  80  per  cent  of  which  is  with  gold- 
standard  countries,  should  be  hampered  by  the 
restoration  of  silver  monometallism "  (para.  30). 
The  change  to  a  gold  standard  was,  as  Dr.  Marshall 
had  said  from  the  point  of  view  of  foreign  trade,  like 
bringing  the  railway  gauge  on  the  side  branches  of 
the  world's  railways  into  unison  with  the  main  lines. 
A  stable  exchange  would  enable  capital  not  merely 
to  flow  in  but  to  flow  out  without  depreciation,  and 
this  was  all  to  the  good  of  India's  commercial  and 
industrial  expansion.  The  Committee,  therefore, 
decided  to  recommend  the  effective  establishment 
of  a  gold  standard,  because  uncertainty  would  con- 
tinue as  to  the  ultimate  success  of  the  gold  standard, 
unless  steps  were  taken.  "  Government  both  in 
India  and  at  home  would  be  pressed  for  a  final 
pronouncement,  alike  by  the  friends  and  by  the 
foes  of  a  gold  standard  ;  and  meantime  the  material 
interests  of  India  would  suffer  from  the  withdrawal 
of  confidence  in  her  monetary  future"  (para.  41). 
In  view  of  these  considerations  the  Committee 
recommended  that— (1)  The  British  sovereign  should 
be  a  legal  tender  and  a  current  coin  in  India.  (2) 
While  the  Indian  Mints  should  remain  closed  to  the 
unrestricted  coinage  of  silver,  they  should  be  opened 
to  the  unrestricted  coinage  of  gold  on  some  such 
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terms  as  govern  the  three  Australian  branches  of 
the  Royal  Mint.  (3)  The  ratio  between  the  rupee 
and  the  pound  sterling  should  be  15  rupees  to  the 
pound,  i.e.  that  the  exchange  value  of  the  rupee 
should  be  16d.  (This  rate  was  recommended  by  nine 
out  of  the  eleven  members,  the  remaining  two  pre- 
ferring 15d.  The  16d.  rate,  however,  was  the  rate 
to  which,  broadly  speaking,  trade  and  prices  had 
then  accommodated  themselves.)  (4)  With  regard 
to  the  convertibility  of  the  rupee  no  legal  obligation 
to  give  gold  for  rupees  should  be  accepted.  "  Govern- 
ment should  continue  to  give  rupees  for  gold,  but 
fresh  rupees  should  not  be  coined  until  the  proportion 
of  gold  in  the  currency  is  found  to  exceed  the  require- 
ments of  the  public."  (Had  the  obligation  to  give 
gold  for  rupees  been  accepted  it  would  have  imposed 
on  the  Government  of  India  a  liability  to  find  gold 
at  a  moment's  notice  to  an  amount  that  could  not 
possibly  have  been  defined  beforehand.  It  would 
have  involved  borrowing  an  indefinite  amount  .of 
gold  for  the  purpose  of  convertibility.  Moreover, 
a  stock  of  gold  acquired  for  this  purpose  would  be 
watched  with  feverish  anxiety,  and  any  shrinkage 
would  lead  to  apprehension.  The  Committee  rightly 
reconmaended  that  such  a  liability  should  not  be 
accepted.)  (5)  Any  profit  on  the  coinage  of  rupees 
should  not  be  credited  to  the  revenue  or  held  as  a 
portion  of  the  ordinary  balance  of  the  Government 
of  India,  but  should  be  kept  in  gold  as  a  special 
reserve,  entirely  apart  from  the  Paper  Currency 
Reserve  and  the  ordinary  Treasury  balances.  The 
Gold  Standard  Reserve  is  the  result  of  this  recom- 
mendation. The  use  of  this  reserve  was  thus  stated 
in  a  following  paragraph  : 
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Although  the  Government  of  India  should  not,  in  our 
opinion,  be  bound  by  law  to  part  with  its  gold  in  exchange 
for  rupees,  or  for  merely  internal  purposes,  we  regard  it  as  the 
principal  use  of  a  gold  reserve  that  it  should  be  freely  available 
for  foreign  remittances  whenever  the  exchange  falls  below 
specie  point ;  and  the  Government  of  India  should  make  its 
gold  available  for  this  purpose,  when  necessary,  under  such 
conditions  as  the  circumstances  of  the  time  may  render 
desirable.  For  example,  the  Government  of  India  miglit, 
if  the  exchange  showed  a  tendency  to  fall  below  specie  point, 
remit  to  England  a  portion  of  the  gold  which  it  may  hold — 
a  corresponding  reduction  being  made  in  the  drawings  of 
the  Secretary  of  State ;  and,  when  it  has  accumulated  a 
sufficient  gold  reserve,  and  so  long  as  gold  is  available  in  its 
Treasury,  it  might  discharge  its  obligations  in  India  in  gold, 
instead  of  in  rupees.     (Para.  59.) 

In  addition  to  these  five  recommendations  wldcli 
the  Secretary  of  State  in  his  despatch  of  July  25, 
1899,  accepted,  was  the  important  suggestion  made 
in  a  separate  note  by  Sir  Everard  (then  Mr.)  Hambro 
for  the  improvement  and  concentration  of  banking 
facilities  by  the  foundation  of  a  large  bank  on  the 
lines  of  the  Bank  of  England  or  the  Bank  of  Prance. 
The  Secretary  of  State  (Lord  George  Hamilton),  in 
the  Indian  Budget  debate  in  the  House  of  Commons 
in  August  1899,  said  :  "  I  have  certainly  come  to 
the  conclusion  from  my  experience  that  we  are 
endeavouring  to  finance  the  export  commerce  and 
trade  of  India  on  too  small  a  cash  basis,  or  perhaps 
I  should  be  more  correct  in  saying  too  small  a  loan- 
able capital  basis.  I  believe  there  is  room  for  a 
bank  such  as  that  suggested  by  Mr.  Hambro,  but  in 
attempting  to  establish  any  such  bank  the  rights  of 
the  Presidency  banks  must  in  no  sense  be  prejudiced 
or  overlooked.     Some  contend  that  there  would  be 
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a  difficulty  in  finding  continuous  employment  for  a 
bank  with  a  large  amount  of  capital,  but  Mr.  Alfred 
de  Eothschild,  who  speaks  with  exceptional  authority 
on  this  point,  read  an  admirable  paper  before  the 
Committee  which  pointed  to  an  opposite  conclusion. 
The  views  which  I  have  expressed  are,  I  know,  held 
both  by  the  Viceroy  and  the  Finance  Minister  in 
India ;  we  are  in  communication  with  the  Indian 
Government  on  this  point.  Although  I  quite  admit 
that  there  are  very  serious  difficulties  to  be  over- 
come, they  do  not  seem  to  be  in  any  sense  insuperable." 
It  will  be  clear  from  the  recommendations  of  the 
Committee  that  their  supreme  aim  was  the  effective 
establishment  of  a  gold  standard  and  a  gold  currency 
in  active  circulation.  They  contemplated  for  a  time 
at  least  an  approximation  to  the  French  currency 
system  in  which  gold  coins  and  silver  five-franc  pieces 
are  both  unlimited  legal  tender.  This  meant  that 
the  rupee  was  before  long  to  have  the  sovereign  as 
a  serious  rival.  On  the  publication  of  the  Eeport 
the  Government  of  India  at  once  accepted  the 
recommendations,  and  the  Indian  Coinage  and 
Paper  Currency  Act  (XXII.  of  1899)  was  passed  on 
September  15,  1899.  The  Act  made  the  sovereign 
and  half-sovereign  legal  tender  throughout  India 
at  E.  15  and  E.  7j  respectively,  and  authorised  the 
issue  of  notes  in  exchange  for  these  coins.  Not  only 
was  gold  made  legal  tender,  but  an  appreciable 
quantity  was  put  into  circulation.  The  Government 
of  India  were  confident  as  to  the  future,  and  the 
pound  sterling  after  an  absence  of  many  years  was 
brought  back  into  the  annual  Financial  Statement. 
It  unfortunately  proved  impossible  to  give  effect  to 
the  second  recommendation,  the  opening  of  a  Mint  for 
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the  coinage  of  gold  in  India,  in  view  of  administrative 
difficulties  which  had  arisen  between  the  Treasury 
and  the  Indian  authorities.  The  scheme  was  dropped, 
as  we  shall  see,  in  1902  when  nearing  completion. 

The  demand  for  rupees  continued  notwithstanding 
that  sovereigns  and  half-sovereigns  were  now  legal 
tender,  and  Government  for  the  first  time  since  1893 
had  to  consider  the  question  of  the  resumption  of 
coinage.  The  Gold  Note  Act  of  1898,  which  gave 
increased  elasticity  to  the  currency  by  the  issue  of 
notes  or  rupees  in  India  against  gold  tendered  in 
London,  was  an  added  strain  to  the  rupee  reserves. 
In  regard  to  the  gold  reserve  Government  were 
embarrassingly  successful.  There  was  not  a  single 
month  in  1899  in  which  some  gold  did  not  arrive, 
and  the  stock  which  stood  at  under  R.  3^  crores  in 
July  had  increased  to  R.  5j  crores  in  November,  as 
the  following  table  shows  : 


Papek  Cuekbncy  Reserve 

(Lakhs  of  rupees.) 

Silver 

Gold  held  in 

Gold. 

London  under 

coin. 

Act  H.  of  1898. 

•April  15,  1899       .      .      . 

14,62 

3,25 

July  15,  1899 

15,59 

3,54 

October  15,  1899  . 

12,35 

4,17 

November  15,  1899 

10,84 

5,56 

97 

January  15,  1900 

6,99 

7,59 

1,80 

February  15,  1900 

5,85 

9,51 

'2,25 

March  15,  1900     . 

4,96 

10,83 

2,25 

April  15,  1900       . 

4,13 

11,79 

2,25 

July  15,  1900  .      . 

7,04 

12,82 

75 

The  Secretary  of  State  asked  at  this  point  how  long 
it  would  be  safe  to  go  on  substituting  gold  for  rupees 
in  the  Paper  Currency  Reserve.    The  note  circulation 
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was  then  about  27  crores.  In  the  reserve  were 
10  crores  of  securities  and  17  crores  in  coin  and  gold 
bullion.  Government  considered  that  if  there  were 
rupees  to  the  extent  of  9J  crores,  there  would  be  no 
danger  of  having  to  exercise  the  option  of  paying 
currency  notes  in  sovereigns  against  the  wishes  of 
the  presenters  of  notes.  This  would  leave  7|  crores 
to  be  held  in  gold.  When,  therefore,  the  stock  of 
gold  reached  £5,000,000  currency  offices  at  Calcutta 
and  Bombay  would  be  instructed  to  offer  sovereigns 
to  presenters  of  notes,  but  to  give  rupees  to  any  one 
who  objected  to  receive  sovereigns  and  asked  for 
rupees. 

The  contingency  soon  occurred.  The  stock  of 
gold  in  India  reached  £5,000,000  by  the  middle  of 
January  1900,  and  a  beginning  was  then  made  to 
force  sovereigns  into  use  as  a  circulating  medium. 
The  results  were  anything  but  satisfactory.  The 
coins  made  their  way  back  to  Government  treasuries. 
The  stock  of  gold  kept  on  increasing,  and  owing  to 
famine  requirements  the  Treasury  balances,  from  which 
some  temporary  relief,  had  been  expected,  were  un- 
precedentedly  low.  In  February  and  March  these 
balances  were  more  than  R.  3  crores  below  the  corre- 
sponding figures  of  the  previous  year.  At  the  end  of 
February  the  silver  in  the  Paper  Currency  Reserve 
had  fallen  below  R.  5  crores  in  place  of  R.  9j  crores 
mentioned  in  the  despatch  to  the  Secretary  of  State, 
and  an  embarrassing  situation  had  in  fact  arisen  which 
a  few  weeks  later  became  critical.  In  other  words, 
5  crores  of  rupees  had  to  secure  the  convertibility  of 
R.  27  crores  of  notes  as  well^as  of  fresh  imports  of 
gold,  without  assistance  from  Treasury  balances  in 
which  the  rupee  balance  was  less  than  R.  4|  crores. 
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In  the  meantime  additional  rupee  coinage  was  under- 
taken. In  January  and  February  32  lakhs  of  un- 
current  rupees  were  recoined,  and  at  the  same  time 
sufficient  bullion  was  secured  in  India  to  coin  another 
crore  of  rupees.  Silver  was  freely  purchased  in 
England,  £500,000  worth  being  ordered  in  March, 
£500,000  in  April,  £500,000  in  May,  and  £400,000  in 
June.  Altogether,  in  the  first  six  months  of  1900, 
Government  undertook  about  6|  crores  of  new  coinage. 
In  March  it  was  decided  to  push  gold  into  circulation 
with  still  greater  energy.  Above  one-eighth  of  the 
treasuries  were  supplied  with  gold  to  supply  any  one 
who  might  ask  for  it.  Presidency  banks  were  asked 
to  pay  all  claims  on  Government  account  in  the 
Presidency  towns  and  Kangoon  as  far  as  possible  in 
sovereigns.  Post-offices  in  these  places  were  directed  to 
pay  money  orders  in  sovereigns,  and  minor  treasuries 
to  which  a  special  supply  of  gold  had  not  been  sent 
were  authorised  to  pay  out  to  applicants  sovereigns 
received  from  the  public  in  ordinary  transactions. 
The  months  of  February,  March,  and  especially  April, 
were  then  a  period  of  great  strain.  On  April  11 
the  Currency  Office  in  Calcutta  was  unable  to  cash 
(in  rupees)  three  lakhs'  worth  of  notes  tendered  by  a 
leading  firm,  and  on  the  same  afternoon  the  ordinary 
public  demand  exhausted  the  rupee  balance  an  hour 
or  two  before  closing  time.  Between  February  1900, 
when  the  stock  of  rupees  in  the  Paper  Currency 
Reserve  fell  below  5  crores,  and  March  1901,  when  it 
suddenly  rose  from  6  to  9  crores,  the  difficulties, 
especially  in  April  1900,  had  proved  the  practical  need 
for  additional  coinage.  Notes  in  some  places,  as  in 
Cawnpore,  became  subject  to  a  discount  of  as  much 
as  ^  per  cent,  and  there  was  a  danger  of  a  failure 
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of  confidence  in  the  paper  currency.  Sovereigns  went 
to  a  discount  of  as  much  as  4  annas.  Famine  con- 
ditions which  necessitated  special  demands  for  rupees 
aggravated  the  monetary  stringency.  The  Gold  Note 
Act  of  1898  was  continued  for  another  two  years  with 
a  provision  authorising  the  use  of  the  gold  in  the 
London  branch  of  the  Paper  Currency  Reserve  for 
the  purchase  of  silver  for  coinage ;  silver  thus  pur- 
chased was  treated  as  part  of  the  reserve  against 
notes  issued  in  India. 

Since  1900  the  forcing  of  sovereigns  into  circula- 
tion has  not  been  attempted,  as  experience  showed 
that  any  such  efforts  reacted  upon  the  note  circula- 
tion. The  chief  lesson  learned  was  that  gold  is  only 
a  marginal  currency,  and  that  a  shortage  of  rupees 
invariably  results  in  an  absolute  impasse.  A  constant 
and  consistent  policy  to  provide  at  all  times  a  sufficient 
stock  of  rupees  was  necessary,  and  it  was  clear  that 
this  could  not  be  done  by  a  mere  wave  of  a  magician's 
wand. 


CHAPTEK  VI 

INDIAN   CURRENCY — 1900-1919 
I 

The  Outstanding  Names  op  the  Period 

A  LARGE  part  of  the  ground  in  regard  to  the  currency 
system  in  the  twentieth  century  has  already  been 
covered  in  the  chapters  dealing  with  the  currency 
system  before  the  war  (Chapter  II.)  and  the  working 
of  the  system  in  war  time  (Chapter  III.).  In  the 
present  chapter  we  shall  deal  with  the  more  out- 
standing events  of  the  period  and  with  certain  broad 
conclusions  that  have  not  been  referred  to  in  these 
chapters. 

Sir  Edward  Law  succeeded  Sir  Clinton  Dawkins 
on  March  31,  1900,  and,  except  for  a  short  period 
in  1902,  held  the  financial  portfolio  for  nearly  five 
years.  He  came  to  India  in  a  military  capacity  early 
in  his  service,  but  retired  from  the  Army  in  1872.  Of 
Russian  and  Greek  finance  he  might  be  said  to  have 
been  a  past  master.  His  system  of  the  consolidation 
of  Greek  revenues  won  for  him  a  high  place  in  the 
afiections  of  the  Grecian  people.  Shortly  after  he 
took  over  charge  of  the  Indian  Finance  Membership  of 
Council  he  lost  no  time  in  assisting  to  complete  the 
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currency  reform  marked  out  by  his  predecessor. 
Much  of  the  constructive  policy  from  1900  to  1905 
owes  its  origin  to  the  work  ably  begun  in  1900.  Sir 
Edward  Law  retired  in  January  1905,  a  few  months 
before  the  completion  of  his  term  of  office,  as  he  dis- 
sented from  the  views  of  the  Viceroy  in  his  controversy 
with  Lord  Kitchener.  His  successor  was  Sir  Edward 
Baker,  who  resigned  in  July  1908  on  his  appointment 
as  Lieutenant-Grovernor  of  Bengal.  Sir  James  Meston 
ofl&ciated  until  the  arrival  of  Sir  Guy  Fleetwood 
Wilson  in  November  of  that  year.  Sir  Guy  Fleetwood 
Wilson,  except  when  on  leave  for  some  months  in 
1912,  held  the  appointment  until  June  1913.  Sir 
William  Meyer  succeeded  Sir  Guy  Fleetwood  Wilson 
and  was  Finance  Member  throughout  the  war  period. 
He  resigned  in  November  1918  and  was  succeeded 
by  Sir  James  Meston,  who  like  a  predecessor,  Sir 
William  Muir,  came  from  the  Lieutenant-Governorship 
of  the  United  Provinces  to  what  is  perhaps  in  practice 
the  most  difficult,  if  not  the  most  important,  of  the 
portfolios  in  the  Viceregal  Cabinet.  The  four  out- 
standing names  in  the  period  are  Sir  Edward  Law, 
whose  share  in  the  creation  of  the  Gold  Standard 
Reserve,  the  fulcrum  of  the  currency  system,  was  a 
great  one.  Indeed,  the  Secretary  of  State  in  the  13th 
December  despatch  began  by  expressing  his  high 
appreciation  of  the  ability  with  which  Sir  Edward 
Law  had  treated  this  important  subject,  and  of  the 
care  shown  in  dealing  with  various  questions  of  detail 
connected  with  it.  Sir  James  Meston  played  a  very 
important  part  in  the  development  of  the  system, 
since  he  was  temporarily  Finance  Member  in  1908, 
as  we  have  already  seen,  and  Financial  Secretary  for 
the  unusually  long  period  1906-1912.     He  was,  there- 
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fore,  tkrough  the  thick  of  the  controversy  on  the  Gold 
Standard  Eeserve  which  is  referred  to  in  a  later  part 
of  this  chapter.  Again,  from  November  1918,  when 
the  depletion  of  the  rupee  balances  had  not  recovered 
from  the  silver  crisis  earlier  in  the  year,  Sir  James 
Meston  was  Financial  Member  of  Council.  As  in  the 
case  of  Sir  James  Westland,  what  was  Aberdeen's 
loss  was  certainly  India's  gain.  Like  Sir  James 
Westland,  too,  and  many  of  the  predecessors  in  the 
appointment,  he  had  spent  some  time  abroad  in  an 
ofl&cial  capacity.  Sir  James  Meston  was  lent  to  the 
South  African  Government  (Cape  Colony)  in  1905. 
The  third  name  is  that  of  Sir  WilUam  Meyer,  who 
nursed  India's  finances  in  the  stress  and  strain  of  the 
great  war.  He  was,  as  Sir  James  Meston  said,  "almost 
the  last  of  a  school  which  went  through  a  period  of 
hard  training  in  the  days  of  the  falling  rupee  when 
the  struggles  to  make  both  ends  meet  were  extremely 
bitter,  and  economies  which  would  now  be  regarded 
as  unspeakably  sordid  were  the  ordinary  practice  of 
the  Finance  Department.  It  is  wholly  unfair  to  speak 
of  that  school,  as  one  hears  it  sometimes  spoken  of, 
as  having  been  penurious  and  lacking  in  enterprise ; 
there  are  very  few  of  us  to-day  who  realise  how 
infinitely  easier  conditions  are  with  us  in  the  India  of 
to-day,  and  against  what  difficulties  our  predecessors 
had  to  strive  to  maintain  the  credit  of  the  Indian 
Government  in  the  money  markets  of  the  world.  It 
was  their  conservatism  and  their  sense  of  duty  which 
armed  us  to  come  through  the  last  four  years  as  we 
have  done,  and  Sir  William  Meyer  carried  out  to  the 
last  the  stern  financial  traditions  to  which  we  owe 
so  much."  At  the  India  Office  throughout  all  this 
period   was   a   permanent   official   who   served   the 
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financial  interests  of  India  with  conspicuous  efl&ciency 
and  a  zeal  particularly  his  own.  Sir  Lionel  Abrahams 
joined  the  Finance  Department  of  the  India  Office 
as  early  as  1894,  and  from  1902  to  1911  was  Financial 
Secretary.  He  held  that  post  until  1911,  when  he 
was  appointed  Assistant  Under-Secretary  of  State,  a 
post  in  which  he  has  had  to  deal  with  financial  and 
currency  questions.  Sir  Lionel  Abrahams  has  been 
to  the  India  Office  what  Lord  Welby  was  to  the 
Treasury,  and  Lord  Cunliffe  in  war  time  to  the  Bank 
of  England.  It  was  probably  of  Sir  Lionel  Abrahams 
that  Sir  James  Meston  was  thinking  when  he  referred 
in  his  evidence  before  the  Chamberlain  Commission 
to  the  fact  that  in  the  Secretariat  in  India  "  we  have 
not  got  anything  like  the  trained  competent  staff  that 
a  public  office  in  London  has." 


II 

Currency  Policy,  1900-1907 

India  is  a  land  of  surprises,  especially  in  the  domain 
of  finance.  With  the  best  intention  in  the  world  no 
Government  could  have  carried  out  the  Fowler  Com- 
mittee's recommendations  in  view  of  the  invaluable 
experience  of  1900.  The  rupee  could  not  be  de- 
throned by  gold  :  it  had  been  coined  for  380  years, 
and  had  been  looked  on  not  only  as  a  suitable  circula- 
ting medium  but  also  as  an  excellent  store  of  value. 
The  steady  compulsion  of  events  had  shown  that  a 
standard  of  currency  similar  in  many  ways  to  that 
recommended  by  Mr.  Lindsay,  viz.  a  gold  standard 
supported  by  gold  in  reserve  with  a  currency  for 
internal  use  composed  mainly  of  rupees  and  notes, 
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rather  than  a  gold  standard  with  a  gold  currency, 
was  the  more  suitable  for  India.  Still,  especially 
during  the  regime  of  Sir  Guy  Fleetwood  Wilson,  the 
most  strenuous  attempts  were  made  to  carry  out  the 
Committee's  recommendations,  which  were,  until  the 
Chamberlain  Commission  met  in  1913,  the  last  authori- 
tative word.  The  standard  as  introduced  difEered 
from  Mr.  Lindsay's  scheme  because,  in  place  of  the 
reserve  being  dependent  on  borrowing  in  a  crisis,  the 
actual  reserve  of  gold  or  sterling  assets,  the  accretion 
of  rupee  coinage  profits,  was  in  existence.  The  very 
vital  experience  of  1900  showed  that  only  a  certain 
amount  of  gold  could  be  held  in  the  Paper  Currency 
Reserve  in  India.  Beyond  that  amount  it  was  danger- 
ous to  keep  the  yellow  metal  in  that  reserve.  It  was, 
therefore,  necessary  to  refuse  gold  bullion  in  certain 
circumstances,  to  limit  the  quantity  of  gold  to  be 
held  in  the  Currency  Reserve,  and  to  arrange  for  the 
conversion  of  the  excess  into  rupees.  In  addition  to 
this,  the  experience  of  1900  had  shown  the  necessity 
of  maintaining  an  adequate  supply  of  silver  and  of 
subordinating  the  accumulation  of  gold  to  that  of  a 
sufficiency  of  rupees.  For  a  steady  exchange  a  special 
reserve  was  necessary.  Sir  Edward  Law,  in  his  minute 
of  June  28,  1900,  was  of  opinion  that  in  twelve 
months  gold  had  practically  taken  the  place  of  silver 
in  the  Paper  Currency  Reserve,  but  that  an  increase 
in  the  rupee  coinage  was  to  be  deprecated  without 
some  definite  guiding  principle,  since  this  was  likely 
to  lead  to  a  redundancy  of  rupees.  He  laid  down 
three  principles  :  (1)  The  quantity  of  gold  to  be  kept 
in  the  Paper  Currency  Reserve  must  be  limited. 
"  Owing  to  the  smallness  of  the  sums  representing  an 
enormous  proportion  of  commercial  transactions,  and 
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the  VBTV  conservative  habits  of  the  people,  no  one  at 
present  requires  gold  as  the  circulating  medium  in 
India,  and  consequently  the  existing  stock,  as  far  as 
currency  purposes  are  concerned,  is  of  no  immediate 
practical  value  in  case  of  sudden  demands  for  the 
encashment  of  notes.  The  only  way  in  which  it 
represents  suitable  security  for  the  paper  currency  is 
that  it  is  convertible  by  sale  into  silver  bullion,  from 
which  buUion  rupees  may  be  coined.  Hence  under 
existing  conditions  the  gold  in  the  Currency  Reserve 
can  only  be  considered  as  an  investment  subject  to 
the  same  conditions  as  the  ten  crores  held  in  Govern- 
ment securities."  Sir  Edward  Law  was  of  opinion 
that  a  maximimi  sum  of  approximately  £7,000,000 
only  may  safely  be  held  in  the  Paper  Currency  Reserve. 
(2)  Any  excess  above  this  limit  should  be  devoted  to 
the  purchase  and  coinage  of  silver.  (3)  The  entire 
profits  on  rupee  coinage  should  be  devoted  to  the 
building  up  of  a  supplementary  gold  fund  imconnected 
with  the  Currency  Reserve.  This  latter  proposal 
formed  the  coping-stone  of  the  whole  policy  of  ex- 
change. There  were  other  suggestions,^  such  as  the 
transfer  of  the  interest  of  the  paper  currency  invest- 
ments from  general  revenues  to  the  gold  reserve  fund. 
The  Secretary  of  State,  however,  in  his  despatch 
of  December  13,  1900,^  accepted  the  three  main 
proposals  only.  This  despatch  marks  in  reality  the 
foundation  of  the  Gold  Exchange  Standard  and  the 
beginning  of  the  Gold  Standard  Reserve,  the  pivot 
of  the  system.  The  intention  of  the  Government  of 
India  was  that  this  should  be  a  redemption  fund 

^  Cf.  The  Royal  Commission  on  Indian  Finance  and  Cnirency,  vol.  i.. 
Appendix  to  the  Interim  Report,  Cd.  7070,  1913. 

2  Despatch  from  the  Secretary  of  State,  No.  232,  dated  December  13, 
1900,  p.  126,  Cd.  7070,  1913. 
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consisting  chiefly  of  gold,  located  in  India  in  a  special 
chest,  and  under  Government's  own  lock  and  key. 
The  Secretary  of  State,  however,  decided  that  the 
profits  should  be  remitted  to  London  and  invested 
in  sterling  securities,  since  London  was  the  place  in 
which  the  reserve  would  have  to  be  used.  The 
Secretary  of  State's  idea  was,  in  short,  to  invest  the 
fund  in  sterling  securities  and  hold  it  in  London,  where 
was  the  London  branch  of  the  Paper  Currency  Eeserve. 
It  would  thus  be  a  secondary  reserve  in  times  of  a 
falling  exchange.  The  action  taken  as  regards  a  gold 
currency  in  1900,  the  limitation  of  the  gold  to  be  held 
in  the  Paper  Currency  Reserve,  the  abandonment  of 
the  scheme  of  a  Central  Bank  in  1901 ,  and  the  abandon- 
ment of  the  proposal  to  coin  gold  in  India  in  1902, 
are  interesting  departures  from  the  Fowler  Scheme 
of  1899. 

In  the  earlier  years  of  the  existence  of  the  Gold 
Standard  Reserve,  the  profits  on  coinage  were  remitted 
to  London  by  shipments  of  gold,  the  gold  being  taken 
out  of  the  Paper  Currency  Reserve  in  exchange  for 
newly  coined  rupees.  From  1905  Council  drafts  were 
sold  in  order  to  meet  trade  demands  for  remittances 
to  finance  the  export  trade  of  India.  This  prevented 
the  accumulation  of  gold  in  India  where  gold  was  not 
in  active  circulation.  This  procedure  avoided  the 
consequent  expense  of  shipping  gold  to  London  by 
Government,  and  gave  to  the  Secretary  of  State  an 
additional  income  previously  paid  by  importers  for 
freight  and  insurance  of  gold  to  India.  Act  IX.  of 
1902  made  the  Gold  Note  Act  (No.  II.  of  1898  extended 
as  Act  VIII.  of  1900)  permanent,  i.e.  the  practice 
introduced  in  1898  of  selling  Council  drafts  for  gold 
in  London  against  the  issue  of  notes  to  an  equivalent 
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amount  in  India  became  a  permanent  and  important 
feature  of  the  Gold  Exchange  Standard.  Since  1904 
until  January  1917  the  Secretary  of  State  kept  open 
a  standing  ofEer  to  sell  drafts  without  limit  at  Is.  4|d., 
the  normal  gold  export  point  from  London  to  India. 
These  drafts  are  met  from  (1)  Treasury  in  India,  or 

(2)  from  Currency,  a  corresponding  transfer  of  gold  ^ 
to  the  currency  chest  being   made   in   London,  or 

(3)  from  the  Indian  or  silver  branch  of  the  Gold 
Standard  Reserve  while  the  silver  branch  was  in 
existence.  When  necessary,  silver  is  purchased  from 
the  proceeds  of  Council  drafts  and  shipped  for  coinage 
to  India.  Whenever  sovereigns  accumulate  in  India 
to  an  inconvenient  degree  it  was  customary  before  the 
war  to  offer  telegraphic  transfers  against  sovereigns 
in  transit  from  Australia  or  Egypt  to  India  at  Is.  4d. 
or  Is.  4^d.,  i.e.  at  a  rate  sufficient  to  make  it  worth 
while  to  divert  the  gold  from  India.    At  the  option 

,  of  the  institution  tendering  the  sovereigns,  transfers 
were  granted,  (A)  in  the  case  of  gold  consigned  from 
Australia,  either  (1)  ten  days  after  the  departure  from 
Fremantle  of  the  vessel  in  which  the  sovereigns  were 
shipped,  at  the  rate  of  Is.  4d.  per  rupee ;  or  (2)  on 
the  day  following  the  departure  of  the  vessel  from 
Fremantle,  at  the  rate  of  Is.  4r^^d.  per  rupee  ;  (B)  in 
the  case  of  gold  consigned  from  Egypt,  either  (1)  on 
the  advertised  date  of  arrival  at  Bombay  of  the  next 
Peninsular  and  Oriental  vessel  leaving  Port  Said  after 
the  date  of  shipment  of  the  sovereigns  to  London, 
at  Is.  4d.  per  rupee  ;  or  (2)  on  the  date  of  shipment 
from  Egypt  to  London,  at  Is.  4^ijd.  per  rupee.  Since 
1906,  therefore,  Government  have  not,  generally 
speaking,  found  it  necessary  to  ship  sovereigns  on 

1  Recently  the  next  best  thing — British  Treasury  Bills. 


198      INDIAN  FINANCE  AND  BANKING     ohab. 

Government  account  to  London  except  in  the  case 
of  light  coia,  remittances  for  ear-marked  gold  in  the 
London  branch  of  the  Paper  Currency  Keserve  or  the 
Gold  Standard  Reserve  being  made  by  the  sale  of 
Council  drafts.  Gold,  of  course,  continued  until  after 
the  outbreak  of-  war,  as  we  have  seen,  to  come  to 
India  both  as  sovereigns  and  bullion  in  busy  seasons 
to  such  an  extent  that  its  presence  in  the  Paper 
Currency  Reserve  was  at  times  even  inconvenient. 
A  large  part  of  this  gold  was,  of  course,  presented  on 
arrival  at  the  currency  offices  for  conversion  into  notes 
and  rupees.  Since  1905  a  portion  of  the  Paper 
Currency  Reserve  has  been  continuously  held  in 
Ijondon  in  gold.  It  serves  a  twofold  purpose  :  (1)  it 
may  be  used  in  payment  for  purchases  of  sUver,  and 
(2)  it  may  act  as  a  support  to  exchange  when  the 
balance  of  trade  goes  against  India.  In  1905  a 
remittance  of  £5,000,000  was  made  in  gold  from  India 
to  be  held  in  England  as  part  of  the  reserve.^  The 
silver  portion  in  India  was  then  less  than  one-third  of 
the  total  reserve,  and  the  gold  portion  had  risen  to  the 
disproportionate  figure  of  £11,000,000.  The  reasons 
for  the  remittance  of  £5,000,000  were  not  clearly 
understood  at  the  time,  and  Sir  Edward  Baker  in  his 
speech  on  the  Financial  Statement  for  1906-1907 
explained  the  real  nature  of  the  transaction  and  the 
function  of  the  London  branch  of  the  Paper  Ciirrency 
Reserve.  He  emphasised  that  (1)  gold  was  one  stage 
nearer  the  point  at  which  it  becomes  effective  for 
securing  the  encashment  of  currency  notes,  i.e.  for 
the  purchase  of  silver  bullion.  What  the  presenter 
of  currency  notes  requires  is  not  sovereigns  but  rupees. 

1  The  correspondence  is  published  on  p.  284,  Appendix  VIIL,  Chamberlain 
Commission,  Cd.  7070,  1913. 
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(2)  It  enabled  the  Secretary  of  State  to  effect  Ms  silver 
purchases  without  publicity  and  in  the  most  con- 
venient manner.  It  was  open  to  him  either  to  treat 
the  silver  so  purchased  from  the  first  as  a  portion 
of  the  reserve,  or,  if  preferred,  to  pay  for  it  in  the 
first  instance  from  his  Treasury  balances,  and  then 
subsequently  to  recoup  these  from  the  currency  chest. 

(3)  It  was  a  means  of  replenishing  the  Secretary  of 
State's  Treasury  balances.  If  Council  drafts  could 
not  be  sold  the  Secretary  of  State  could  draw  on  this 
gold.  This  gold  would  be  transferred  to  his  Treasury 
account,  a  corresponding  transfer  of  either  rupees 
or  gold  being  simultaneously  made  in  India  from 
Treasury  to  Currency.  (4)  It  afforded  a  relief  to 
Indian  Treasury  balances  when  trade  demands  for 
Councils  were  too  large  for  treasuries  to  meet.  The 
Secretary  of  State  would  pay  the  proceeds  of  these 
drafts  into  his  currency  chest,  an  equivalent  amount 
in  rupees  in  India  being  set  free  to  meet  the  drafts. 
(5)  It  facilitated  the  prompt  investment  of  the  receipts 
of  the  Gold  Standard  Reserve.  The  Secretary  of 
State  at  any  moment  drew  the  equivalent  of  the 
profits  on  coinage  from  his  currency  chest,  and  invested 
it  on  behalf  of  the  Gold  Standard  Reserve,  a  corre- 
sponding transfer  being  made  in  this  country  from 
the  Gold  Standard  Reserve  to  Currency.  In  1906 
a  special  rupee  reserve  in  India  outside  the  Paper 
Currency  Reserve  was  formed  and  charged  against 
the  Gold  Standard  Reserve  by  holding  the  profits  of 
the  coinage  of  rupees  in  the  reserve  in  rupees  instead 
of  converting  them  into  sterling  in  London.  This 
was  intended  to  prevent  the  possibility  of  a  scarcity 
of  rupees  and  the  exchange  value  of  the  rupee  going 
over  Is.  4d.    The  name  of  the  Gold  Reserve  was 
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changed,  as  suggested  by  the  Secretary  of  State  in 
1900,  to  the  Grold  Standard  Eeserve.  From  this  year 
to  1915  it  had  an  Indian  branch  (in  which  there  were 
rupees)  and  a  London  branch  (in  which  there  were 
gold  and  sterling  securities).  The  ideal  method  of 
holding  a  silver  reserve  would  doubtless  have  been 
to  purchase  silver  bullion  from  revenue  or  from  loan 
funds,  and  to  hold  this  as  Government  hold  stocks 
of  rails  or  military  stores.  This  method,  however, 
was  discarded  on  account  of  its  costliness  at  the 
time  when  such  a  fund  was  proposed.  This,  however, 
is,  especially  in  view  of  the  silver  crisis  of  1918, 
worthy  of  consideration  at  the  present  time — should 
or  should  not  a  reserve  of  silver  be  held  in  the  two 
Indian  Mints  in  the  same  way  as  the  military  stores  are 
held  ready  for  mobilisation  ? 

In  December  1905  ^  the  Secretary  of  State  objected 
to  a  transfer  from  Treasury  to  Currency  in  London 
for  the  purpose  of  giving  assistance  to  Treasury  from 
Currency  in  India.  There  was  at  the  time  a  difficulty 
in  meeting  the  Secretary  of  State's  Council  drafts. 
Again  in  July  1906  the  Secretary  of  State  objected 
to  the  depletion  of  the  Currency  Reserve  in  London 
by  purchases  of  silver  in  London,  and  held  the  view 
that  the  "  possession  of  a  large  amount  of  gold  by  the 
Secretary  of  State  in  Council  or  the  Government  of 
India  as  part  of  the  Paper  Currency  Reserve  or  in 
the  Treasury  balances  is  of  considerable  advantage 
to  India  as  helping  to  maintain  confidence  in  the 
permanence  of  the  Gold  Standard  and  in  the  stability 
of  the  exchange  value  of  the  rupee."  *  This  marks  a 
new  use  of  the  gold  in  the  Paper  Currency  Reserve, 

1  p.  136,  vol.  i..  Appendix  to  the  Interim  Report,  etc.,  Cd.  7070,  1913. 
2  Ibid.  p.  144. 
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i.e.  its  use  not  for  the  convertibility  of  the  note  issue, 
but  as  a  first  line  of  defence  for  the  gold  standard. 
In  December  1906  the  Secretary  of  State  sold  tele- 
graphic transfers  freely  to  convenience  trade,  and 
advised  the  Government  of  India  to  meet  these  by 
borrowing  the  silver  in  the  Gold  Standard  Reserve. 
Government  were  very  unwilling  to  borrow  from  the 
silver  branch  except  in  a  serious  emergency,  and 
suggested  the  issue  of  transfers  through  currency. 
The  Secretary  of  State  replied  by  telegram  : 

For  various  reasons  I  wish  to  avoid  the  addition  of  gold 
to  the  Currency  Eeserve  in  London.  This  would,  for  example, 
entail  a  diminution  of  the  reserve  of  the  Bank  of  England, 
and  by  its  effect  on  discount  rates  in  London  would  probably 
interfere  with  arrangements  for  renewing  the  debentures  of 
guaranteed  railways  maturing  in  December.^ 

In  February  1907  the  Government  of  India  ad- 
dressed the  Secretary  of  State  on  two  questions  of 
currency  policy.  They  expressed  regret  at  the  de- 
cision that  a  part  of  the  additional  funds  required  to 
meet  Council  drafts  should  have  been  provided  by  a 
temporary  loan  from  the  silver  portion  of  the  Gold 
Standard  Reserve.  They  would  have  preferred  a 
transfer  of  gold  in  London  to  the  Paper  Currency 
Reserve,  thus  enabling  rupees  to  be  taken  from  the 
Indian  portion  of  that  reserve.  The  Government  of 
India  also  requested  the  Secretary  of  State  to  recon- 
sider his  decision  as  to  the  proper  use  and  functions 
of  the  gold  which  was  held  in  London  on  behalf  of 
the  Paper  Currency  Reserve,  and  recommended  that 
the  currency  gold  in  London  should  be  freely  drawn 
upon  for  the  purchase  of  silver  when  required.  It 
should  be  recouped  as  convenient  from  the  proceeds 

'  p.  147,  vol.  i.,  Appendix  to  the  Interim  Eeport,  etc.,  Cd.  7070,  1913. 
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of  extra  Council  drafts.  In  April  1907  the  Secretary 
of  State  replied  ^  that 

the  London  money  market  was  at  that  time  suffering 
from  severe  stringency,  and  it  was  a  matter  of  direct  and 
immediate  importance  to  India  that  this  should  not  be 
increased,  since  guaranteed  debenture  bonds  amounting  to 
£1,795,100  were  to  fall  due  between  December  31,  1906, 
and  February  18,  1907,  of  which  it  was  very  desirable  that 
£1,374,600  should  be  renewed.  The  chance  of  the  renewals 
being  effected  on  favourable  terms  depended  on  the  state  of 
the  money  market,  and  would  have  been  prejudiced  if  the 
market  had  been  disturbed  by  a  transfer  of  gold  from  the 
reserve  of  the  Bank  of  England  to  the  Paper  Currency  Eeserve 
.  .  .  neither  your  resources  nor  the  conditions  affecting 
Indian  trade  could  in  any  way  be  unfavourably  affected. 
After  careful  consideration  I  came  to  the  conclusion  that  the 
advantage  of  taking  a  loan  was  far  more  important  than  the 
one  disadvantage. 

The  choice  between  "  ear-marking "  gold  and 
borrowing  from  the  Gold  Standard  Eeserve  must, 
the  Secretary  of  State  thought,  in  each  case  depend 
on  circumstances.  The  second  proposal  was  accepted, 
"  subject  to  the  qualification  that  it  is  ordinarily 
desirable  that  the  combiued  stock  of  gold  held  in 
England  and  India  (and  in  this  connection  the 
distinction  between  the  two  portions  is  of  small 
importance)  shall  not  be  allowed  to  fall  unduly 
low." " 

The  Secretary  of  State  appointed  in  1907  a  Com- 
mittee of  five,  of  which  Lord  Inchcape  was  Chairman 
and  Sir  David  Barbour,  Sir  Lionel  Abrahams,  Messrs. 

'  Despatch  from  the  Secretary  of  State  to  the  Grovemment  of  India,  No. 
62,  dated  April  26, 1907,  p.  154,  vol.  i.,  Appendix  to  the  Interim  Report,  etc., 
Cd.  7070,  1913. 

2  P.  155,  vol.  i.,  Appendix  to  the  Interim  Report,  etc.,  Cd.  7070,  1913, 
para.  10  (despatch  from  the  Secretary  of  State  to  the  Government  of 
India). 
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W.  R.  Lawrence  and  F.  0.  Schuster,  members,  to 
consider  a  letter  from  the  Government  of  India  dated 
April  25,  1907,  proposing  the  formation  of  a  central 
reserve  of  wagons  for  use  on  railways  in  India.  This 
Conamittee  in  June  recommended  (in  an  Interim 
Report)  that  £1,000,000  out  of  the  profits  on  the 
coinage  of  rupees  in  1907  should  be  devoted  to  the 
provision  of  additional  rolling-stock  and  other  im- 
provements for  Indian  railways.  The  urgency  of 
the  need  for  railway  development  and  the  imprac- 
ticability of  borrowing  extra  funds  at  that  date  led 
the  Committee  to  this  conclusion.  The  proposal  was 
justified  on  the  following  grounds  : 

The  object  of  the  Gold  Standard  Reserve,  to  which  the 
profit  on  coinage  is  credited,  is  to  enable  the  Government  of 
India  and  the  Secretary  of  State  to  meet  their  sterling  obliga- 
tions in  the  event  of  a  falling  ofi  in  the  demand  for  Council 
bills.  This  reserve  at  the  present  time  consists  of  sterling 
securities  of  the  market  value  of  £12,310,629  together  with  a 
sum  of  six  crores  of  rupees  (equivalent  to  £4,000,000)  which 
is  held  in  silver  in  India  to  meet  any  sudden  demand  for 
coinage.  In  addition  to  the  Gold  Standard  Reserve,  there 
is  a  large  amount  of  gold  (£11,066,000,  of  which  £7,705,000 
is  held  in  London  and  £3,361,000  in  India),  in  the  Paper 
Currency  Reserve,  which  could  be  applied  to  the  same  object. 
Apart,  therefore,  from  the  six  crores  of  rupees  in  silver,  there 
is  at  the  present  moment  a  fund  of  upwards  of  £23,000,000 
in  sterling  securities  and  gold  bullion  which  could  be  drawn 
upon  in  case  of  necessity.^ 

Sir  David  Barbour,  in  his  book  on  The  Standard 
of  Value,  in  support  of  the  proposal  says  : 

It  makes,  practically,  no  difference  whether  you  reduce 
your  borrowing  by  using  a  portion  of  the  Gold  Reserve  for 

1  P.  156,  vol.  i.,  Appendix  to  the  Interim  Eeport,  etc.,  Cd.  7070,  1913 
(despatch  from  the  Secretary  of  State  to  the  Government  of  India). 
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Capital  Expenditure  on  Railways,  or  maintain  your  borrowing 
at  its  full  amount,  and  invest  the  whole  of  the  Gold  Eeserve 
in  gold  securities.  In  the  former  case  you  can  borrow  in  case 
of  need  up  to  the  amount  which  has  been  used  to  reduce 
borrowing  and  still  be  in  quite  as  good  a  position  as  if  the 
whole  of  the  Gold  Reserve  had  been  invested.  The  reduction 
of  the  amount  borrowed  in  London  strengthened  the  Indian 
Exchange.  ^ 

The  Secretary  of  State  went  beyond  the  Com- 
mittee's recommendations  and  decided  that  one-half 
of  the  profits  on  rupee  coinage  should  be  devoted  to 
capital  expenditure  on  railways  until  the  Gold  Stan- 
dard Reserve  reached  £20,000,000.  When  that  sum 
was  attained  the  whole  of  the  profits,  it  seemed,  was 
to  be  diverted.  This  was  regarded  in  India  as  a 
financial  heresy  of  the  first  class.  The  Government 
of  India  in  a  telegram  and  despatch  were  wholly 
opposed  to  any  diversion  until  £20,000,000  was 
reached.  The  Secretary  of  State,  in  a  telegram  dated 
July  2,  1907,^  replied  that  he  regarded  the  danger 
of  a  fall  in  exchange  as  illusory,  having  regard  to  the 
present  conditions  of  trade,  the  amount  of  the  securi- 
ties in  the  Gold  Standard  Reserve,  and  of  the  gold  in 
the  Paper  Currency  Reserve.  Shortly  after  occurred 
the  crisis  of  1907-8,  and  the  Secretary  of  State,  in 
reply  to  the  Government  of  India's  despatch  of  April 
1909,  decided  (July  1909  ^)  to  reverse  his  decision, 
and  the  sum  of  £1,123,000  diverted  in  1907  was  all 
that  was  appropriated  to  capital  expenditure.  So 
long  as  the  sterling  assets  of  the  Gold  Standard 
Reserve  and  gold  held  in  the  Paper  Currency  Reserve 

1  The  Standard  of  Value,  p.  213. 

2  P.  158,  vol.  i.,  Appendix  to  the  Interim  Beport,  etc.,  Cd.  7070,  1913 
( despatch  from  the  Secretary  of  State  to  the  Goveinment  of  India). 

3  Ibid.  p.  175. 
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were  below  £25,000,000,  the  whole  of  the  future  profits 
on  coinage  were  to  be  added  to  the  Gold  Standard 
Reserve.^ 


Ill 

The  Exchange  Crisis  of  1907-1908 

The  facts  leading  up  to  the  crisis  in  exchange  were 
briefly  these.  The  monsoon  of  1907  was  not  a  good 
one.  The  jute  crop  was  poor.  In  August  the  sales 
of  Council  drafts  declined  and  exchange  fell  to  16d. 
In  September  it  was  clear  the  monsoon,  especially 
in  the  wheat-growing  provinces,  was  in  defect,  and 
exchange  continued  to  weaken.  The  sales  of  Council 
drafts  in  September  were  only  131  lakhs,  against 
340  lakhs  in  September  1906,  and  397  lakhs  in  Sep- 
tember 1905.  By  October  it  was  clear  that  business 
was  bound  to  suffer  from  the  subnormal  monsoon. 
An  unfortunate  crisis  in  America  was  superadded. 
On  the  20th  of  October  the  Mercantile  National  Bank 
in  the  United  States  was  said  to  be  in  difficulties,  and 
by  November  a  serious  financial  panic  was  in  full 
swing  throughout  America.  Gold  reserves  in  Europe 
were  weakened,  and  the  Bank  of  England  raised  in 
self-defence  the  bank  rate  to  6  per  cent  on  the  4th  of 
November,  and  to  7  per  cent  on  the  7th.  The  tight- 
ness of  the  London  money  market,  combined  with 
the  falling  off  in  the  export  trade,  stopped  a  demand 
for  Councils.  On  November  6  exchange  dropped 
to  Is.  3§f  d.  and  30  lakhs  only  were  sold.  The  Secre- 
tary of  State  practically  withdrew  for  the  next  five 

I  p.  157,  vol.  i.,  Appendix  to  the  Interim  Report,  etc.,  Cd.  7070,  1913 
(despatch  from  the  Secretary  of  State  to  the  Government  of  India). 
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weeks  from  the  market  and  exchange  fell  to  Is.  3^d. 
on  November  13. 

The  Financial  Secretary^  to  the  Government  of 
India  vividly  describes  the  sequel  of  events  thus  : 

On  the  14th  November  1907  —  I  am  giving  the  exact 
dates  as  I  think  they  are  somewhat  important — we  had  a 
telegraphic  intimation  from  Bombay  that  the  exchange  banks 
there  were  asking  for  large  supplies  of  gold.  Our  total 
supply  of  gold  at  the  time  was  extremely  low,  and  a  con- 
siderable part  of  it  was  scattered  about  iu  the  treasuries 
up-country  from  which  it  was  very  difficult  to  collect  it  at 
short  notice.  We  consulted  commercial  opinion  upon  the 
subject,  and  although  certain  of  the  persons  whom  we  con- 
sulted advised  us  to  hand  out  all  the  gold  that  we  had,  others 
advised  that  the  money  was  simply  going  to  be  utilised  iu 
connection  with  the  speculations  which  were  then  going  on 
iu  America,  and  that  we  should  be  thoroughly  justified  in 
maintaining  the  funds  under  our  own  control  and  for  our  own 
purposes.  On  the  19th  November,  before  the  Government 
of  India  had  come  to  any  decision  on  the  question,  the  same 
bankers  applied  for  telegraphic  transfers  on  London  at  a 
fixed  rate.  We  felt  at  the  time — and  the  position  was  some- 
what different  from  what  it  is  now — that  if  telegraphic 
transfers  were  to  be  given  we  should  only  do  so  through  the 
Paper  Currency  Eeserve,  and  consequently  with  the  consent 
of  the  Secretary  of  State,  whose  consent,  of  course,  in  any 
case  would  have  been  necessary.  We  accordingly  stated  the 
facts  to  the  Secretary  of  State  in  a  telegram  of  the  19th 
November.  On  the  20th  November  the  Secretary  of  State 
wired  to  us  instructions  to  refuse  gold  to  the  banks.  On 
the  21st  of  the  same  month,  that  is,  on  the  following  day, 
he  wired  out  again  and  said  that  perhaps  freer  issues  of  gold 
might  not  be  undesirable,  even  if  the  banks  were  making  big 
profits  out  of  them.  On  the  25th  November,  the  question 
then  being  under  daily  discussion  with  the  bankers  in  India, 
the  Bank  of  Bombay  advised  our  sending  telegraphic  transfers 

^  Then  Sir  James  Meston. 
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at  Is.  3f|d.,  and  the  representatives  of  the  Exchange  banks 
the  same  afternoon  asked  us  to  do  nothing  of  the  kind,  but 
to  let  them  have  gold  in  India.  So  that  at  that  moment 
there  seemed  to  us  to  be  no  very  clear  view  of  either  the  needs 
of  the  market  or  their  wishes.  We  were  perfectly  prepared 
to  let  gold  out  if  it  was  going  to  assist  the  position.  On  the 
27th  we  again  explained  the  whole  position  to  the  Secretary 
of  State  and  told  him  that  we  had  got  a  million  of  gold  available 
for  issue,  and  that  we  were  prepared  to  issue  it,  but  that  we 
felt  we  could  not  promise  anything  in  the  nature  of  telegraphic 
transfers  unless  be  was  prepared  to  maintain  the  redemption 
of  such  drawings,  and  we  did  not  know  what  his  capacity 
in  that  respect  was.  On  the  following  day  he  wired  back 
to  us  asking  us,  if  we  agreed,  to  let  the  banks  know  that  we 
should  issue  telegraphic  transfers  on  him  at  Is.  3||d.  We 
did  so  at  once,  and  the  episode  was  over.^ 

On  November  25  exchange  reached  the  lowest 
point  during  the  crisis — Is.  3^d.  On  that  date  the 
Secretary  of  State  released  £1,000,000  of  the  gold 
from  the  Paper  Currency  Reserve  in  London.  Within 
five  days  exchange  rose  to  Is.  3||-d.  Further  sums 
of  £1,000,000  and  £500,000  were  released  on  6th  and 
18th  December,  and  exchange  was  fairly  steady  at 
Is.  3ffd.  On  December  7  the  Exchange  banks 
were  informed  that  Government,  in  the  event  of  a 
serious  weakness  in  exchange,  contemplated  offering 
sterling  exchange  on  London.  In  January  a  sterling 
loan  of  £5,000,000  further  improved  matters.  The 
sale  of  Council  drafts  again  fell  off  in  February.  On 
March  4  it  was  decided  to  make  weekly  sales  in 
India  of  a  certain  maximum  quantity  of  sterling  bills 
at  the  fixed  rate  of  Is.  3|~|d.,  instead  of  telegraphic 
transfers  by  tender  at  not  less  than  Is.   Sf^d.  as 

1  9086,  Minutes  of  Evidence  taken  before  the  Royal  Commission  on 
Indian  Finance  and  Currency  (vol.  ii.),  Cd.  7237,  1914. 
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previously  proposed,  and  on  March  26,  1908  these 
bills  were  first  sold.  On  March  26  £500,000 
Reverse  drafts  were  offered  and  £70,000  taken  up. 
The  Secretary  of  State  in  the  meantime  realised  some 
of  the  securities  in  the  Gold  Standard  Eeserve,  in 
order  to  have  ready  money  to  meet  the  bills  sold  in 
India  on  him.  During  this  time  bar  silver  was  being 
imported  into  Bombay,  partly  for  speculative  and 
partly  for  genuine  trade  purposes.  In  May  exchange 
stood  at  Is.  3|-d.  and  the  market  absorbed  the  full 
amount  of  transfers  offered  weekly.  In  the  first  two 
weeks  of  June  £1,000,000  was  offered,  as  it  had  been 
decided  to  give  the  trade  all  it  would  take  for  the 
purpose  of  remittances.  Exchange  on  Jime  10 
strengthened  to  Is.  3ffd.,  and  it  was  decided  to  con- 
tinue the  offer  of  £500,000  until  Is.  3^d.  was  reached 
and  maintained.  The  monsoon  broke  satisfactorily, 
and  in  July  the  period  of  stress  and  strain  was  over. 
On  September  11,  1908,  when  exchange  was  suffi- 
ciently strong.  Government  withdrew  their  offer. 

During  the  period  November  1,  1907,  to  October 
31,  1908,  gold  or  gold  assets  to  the  extent  of 
£18,000,000,  in  London  and  India  combined,  righted 
matters.  A  sum  of  £8,058,000  was  withdrawn  from  the 
Gold  Standard  Eeserve  to  meet  the  Reverse  drafts, 
while  a  further  sum  of  £933,749  was  borrowed  tempor- 
arily from  the  Gold  Standard  Reserve  to  strengthen 
the  India  Office  balances.  Apart  from  the  transfer 
from  the  Gold  Standard  Reserve,  the  India  Office 
kept  itself  in  funds  (1)  by  the  transfer  of  £4,530,000 
from  the  gold  in  the  London  branch  of  the  Paper 
Currency  Reserve  (a  corresponding  amount  in  rupees 
being  placed  in  the  Paper  Currency  Reserve  in  India), 
and  (2)  by  the  issue  of  India  bills  to  the  extent  of 
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£4,500,000.  The  main  lessons  which  the  crisis  of 
1907-1908  taught  were  :  (1)  the  necessity  of  a  strong 
reserve  able  to  withstand  even  greater  vicissitudes  of 
fortune  than  those  of  1907-1908  ;  (2)  the  advantages 
of  holding  the  gold  and  sterling  reserves  in  London  to 
a  large,  even  to  a  predominantly  large,  extent ;  (3) 
the  advisability  of  formulating  in  advance  and  of 
publicly  announcing  the  policy  to  be  followed  in  a 
crisis :  it  is  just  as  important  for  bankers  and  ex- 
porters to  have  confidence  in  Government  to  main- 
tain a  stable  exchange  as  it  is  for  Government  to 
have  the  resources  available  for  a  crisis  ;  (4)  the 
mistake  of  refusing  to  give  gold  in  larger  quantities 
than  £10,000  to  any  one  individual  in  one  day  for 
export  from  the  Paper  Currency  Reserve,  while  per- 
mitting gold  to  be  drained  away  for  internal  use : 
the  views  of  Bagehot  and  of  the  Fowler  Committee 
that  the  use  of  a  gold  reserve  is  to  make  it  available 
for  export  when  exchange  weakens  was  an  important 
lesson ;  and  (5)  gold  in  circulation  in  India  was  of 
little  use  for  maintaining  exchange. 


IV 

CuEEENCY  Policy,  1909-1913 

The  experience  of  the  years  1907  and  1908  was 
invaluable.  It  led  to  a  long  discussion  between  the 
Government  of  India  and  the  Secretary  of  State  on 
currency  policy.  This  has  now  been  made  public  in 
a  series  of  remarkable  State  papers  published  as  an 
Appendix  to  the  Interim  Report  of  the  Chamberlain 
Commission.  The  hard  fact  which  dominated  the 
situation  was  the  grave  loss  which  the  Gold  Standard 
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Eeserve  suffered  in  1908.  The  Government  of  India 
in  their  despatch  of  April  1,  1909/  pressed  for  a  large 
Gold  Standard  Reserve,  and  also  for  its  being  kept  in 
a  more  liquid  form.  They  regarded  £25,000,000  as  the 
minimum  of  safety,  apart  from  the  gold  in  the  Paper 
Currency  Reserve  and  treasuries,  and  desired  that 
the  decision  of  July  1907  to  use  for  capital  expendi- 
ture on  railways  half  the  future  profits  on  coinage 
be  held  in  abeyance  imtil  that  amount  is  attained. 
The  Government  of  India  emphasised  that  the  Gold 
Standard  Reserve  had  to  be  strong  enough  to  meet 
not  only  the  Secretary  of  State's  home  charges  but 
also  the  remittances  of  private  persons  or  banks. 
The  Reserve,  in  other  words,  was  the  recognised  ful- 
crum of  the  whole  currency  system,  and  its  strength 
to  Government,  merchants,  capitalists,  and  investors 
was  of  very  vital  importance.  With  this  despatch 
were  enclosed  copies  of  protests  on  diverting  funds 
from  the  Reserve  to  railways  from  Chambers  of 
Commerce.  The  Secretary  of  State,  replying  in  July  ^ 
of  the  same  year,  decided  to  regard,  as  we  have  seen, 
£25,000,000  as  the  standard  for  the  gold  in  the  Gold 
Standard  Reserve  and  Paper  Currency  Reserve  com- 
bined. So  long  as  the  sterling  resources  of  the  Gold 
Standard  Reserve  and  the  gold  held  in  the  Paper 
Currency  Reserve  were  below  that  figure,  the  whole 
of  the  future  profits  on  coinage  was  to  be  added  to 
the  Reserve.  Thereafter  the  question  was  liable  to 
reconsideration  in  the  light  of  existing  circumstances. 
The  Secretary  of  State  did  not  agree  to  the  proposal 
of  a  greater  holding  of  liquid  gold  on  account  of  the 

1  p.  168  of  vol.  i.  of  Appendices  to  the  Interim  Report  of  the  Royal 
Commission  on  Indian  Finance  and  Currency,  Cd.  7070,  1913. 

2  Ibid.  p.  175. 
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pecuniary  disadvantage.  The  realisation  of  securities 
to  support  exchange  was  not,  he  behaved,  beyond 
the  capacity  of  the  Secretary  of  State  in  Council  and 
his  advisers.  He  decided  to  leave  £1,000,000  of  the 
Gold  Standard  Reserve  more  liquid  by  allowing  this 
to  be  lent  out  for  short  periods  on  approved  security 
to  approved  institutions  and  firms,  or  deposited  at 
interest  with  banks  of  high  standing.  In  September 
1909^  the  Government  of  India  accepted  with  regret 
the  decisions  in  the  former  despatch.  They  showed 
that  the  currency  position  of  the  Government  of 
India  resembled  that  of  an  army  exposed  to  sudden 
attack  on  either  flanks,  that  provision  must  be  made 
for  a  drain  upon  the  silver  no  less  than  on  the  gold 
reserves.  They  recommended  that  (1)  the  silver 
branch  should  not  be  allowed  to  fall  below  six  crores  ; 
(2)  not  less  than  one -half  of  the  balances  in  the 
Currency  Reserve  should  be  in  rupees ;  and  (3)  a 
minimum  of  R.  18  crores  shoidd  be  worked  up  to  at 
the  beginning  of  the  busy  season.  Government  also 
urged  the  desirability  of  holding  a  large  amount  of 
gold  in  India  in  the  Paper  Currency  Reserve,  at  least 
two-thirds  of  the  total  gold  held  in  the  Paper  Currency 
Reserve,  and  until  this  was  reached  no  increase  should 
be  made  in  the  amount  of  gold  held  in  the  Paper 
Currency  Reserve  in  England. 

We  should  indeed  prefer  to  hold  more,  but  we  recognise 
the  necessity  of  leaving  with  you  a  liquid  balance,  to  provide 
for  any  possible  purchases  of  silver  that  may  be  required, 
and  for  use  in  the  early  stages  of  a  struggle  with  exchange. 
With  the  sum  of  £1,000,000  from  the  Gold  Standard  Reserve, 
which  you  intend  to  keep  readily  available,  you  will  thus  have 

^  P.  182  of  vol.  i.  of  Appendices  to  the  Interim  Report  of  the  Royal 
Commission  on  Indian  Finance  and  Currency,  Cd.  7070,  1913. 
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in  London  somewhat  over  £5,000,000  in  liquid  form ;  and, 
in  view  of  youi  opinion  on  the  subject  of  the  realisation  of 
Gold  Eeserve  securities,  you  will,  we  trust,  consider  this 
sufficient. 

It  was  also  proposed  that  the  Secretary  of  State 
should  stay  further  drawings  on  India  other  than 
those  required  for  ways  and  means  purposes  until  the 
gold  in  the  Paper  Currency  Reserve  in  India  was 
strengthened.  In  this  connection  the  procedure  to 
be  followed  for  building  up  sterling  resources  for  the 
support  of  exchange  was  raised.  This  drew  from  the 
Secretary  of  State  a  reply  iu  February  1910,^  which 
raised  some  troublesome  and  difficult  questions  for 
future  procedure.  He  suggested  a  formula  for  the 
amount  of  the  rupee  balances  to  be  held  at  the  be- 
ginning and  the  end  of  the  busy  season — a  formula 
which  the  Government  of  India  accepted  in  a  later 
despatch.  As  regards  the  second  recommendation  of 
strengthening  the  gold  in  the  Paper  Currency  Reserve 
in  India,  the  Secretary  of  State  said  that  this  evi- 
dently rested  on  the  view  that  it  was  more  advan- 
tageous to  increase  the  stock  of  gold  held  in  India 
than  to  increase  that  held  in  London.  He  then 
compared  the  advantages  thus  : 

Gold  held  by  the  Government  of  India  may  be  issued  for 
export,  or  to  be  used  as  currency,  or  to  be  hoarded,  or  to  be 
converted  into  ornaments.  So  far  as  it  is  issued  for  export,  it 
may  be  regarded  as  fully  effective  for  the  support  of  exchange. 
So  far  as  it  is  used  as  currency,  it  may  be  regarded  as  available 
wholly  or  in  part  for  supporting  exchange  when  the  rate  of 
exchange  falls  as  low  as  gold  export  point,  since  it  is  probable 
that  in  such  conditions  a  part  at  least  of   the  amount  in 

1  P.  185  of  vol.  i.  of  Appendices  to  the  Interim  Report  of  the   Royal 
Commission  on  Indian  Finance  and  Currency,  Cd.  7070,  1913. 
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circulation  would  be  exported ;  but  when  the  rate  falls,  not 
as  low  as  to  gold  export  point,  but  to  a  figure  at  which  it 
is  desirable  to  suspend  the  sale  of  Council  bills,  the  gold  in 
circulation  is  likely  to  be  of  little  or  no  use  for  supporting 
exchange,  at  any  rate  immediately,  since  it  would  probably 
not  be  exported,  and  would  obviously  not  be  available 
towards  defraying  the  home  charges  of  the  Secretary  of 
State.  Gold  that  is  hoarded  or  converted  into  ornaments  can 
scarcely  be  regarded  as  available  for  the  support  of  exchange. 
On  the  other  hand,  gold  held  in  England  is  available  for 
supporting  exchange  not  only  when  the  rate  falls  to  gold 
export  point  (when  it  can  be  used  for  meeting  bills  on  London 
sold  in  India),  but  also  at  the  earlier  stage  when  the  rate 
has  fallen  only  to  the  point  at  which  the  suspension  of  Council 
bills  is  desirable  (when  it  can  be  used  towards  defraying 
the  home  charges).  The  stock  is  not  liable  to  be  depleted 
by  any  cause  corresponding  to  the  disappearance  into  hoards 
of  gold  in  India.  When  the  demand  for  remittances  is 
strong,  gold  in  England  is  available  for  any  purchase  of 
silver  that  may  become  necessary. 

The  Secretary  of  State  declined  to  commit  himself 
to  postpone  any  increase  of  the  stock  in  England, 
and  informed  the  Government  of  India  that  he  was 
shortly  to  revive  the  arrangements  which  were  in 
force  in  1905,  1906,  and  1907  for  the  purchase  of  gold 
in  transit.  The  Secretary  of  State  negatived  the 
proposals  regarding  the  sale  of  Council  bills  and 
transfers.     He  also  said  : 

To  refuse  at  certain  times  of  the  year  to  issue  rupees 
for  trade  purposes,  except  against  gold  presented  in  India 
or  "  ear-marked "  in  London,  might  cause  the  periodical 
recurrence  of  stringency  in  the  London  money  market,  by 
which  the  Secretary  of  State  for  India  in  Council — owing 
to  the  frequency  and  magnitude  of  his  operations  in  issuing 
and  renewing  loans  (either  direct  or  through  guaranteed 
railway  companies) — is  peculiarly  liable  to  be  injured ;  and  by 
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which  it  is  also  probable  that  the  trade  of  India  with  other 
countries  would  be  seriously  affected. 

In  February  1912  ^  the  Government  of  India  repUed 
to  the  Secretary  of  State's  despatch  of  1910.  It  was 
clear  by  this  time  that  both  authorities,  while  looking 
entirely  to  Indian  interests,  were  not  working  always 
on  the  same  lines.  The  Government  of  India  wished 
to  dribble  gold  through  to  treasuries  when  available, 
and  to  decide  the  question  of  silver  purchases  simply 
with  reference  to  the  rupee  balances  and  the  future 
prospects  of  trade.  The  key  to  all  the  differences 
of  opinion  was  that  the  Government  of  India  wanted 
more  gold  in  India  in  order  to  introduce  a  gold 
currency,  while  the  Secretary  of  State,  entirely  with 
an  eye  to  Indian  interests  in  London,  was  unwilling 
to  allow  all  the  gold  that  Government  wanted.  It 
was,  in  other  words,  a  case  of  the  gold  standard 
cum  gold  currency  versus  the  economical  and  sound 
gold  exchange  standard.  The  latter  form  of  currency, 
unlike  the  former,  had  not  the  authoritative  bless- 
ing of  a  Currency  Commission.  The  time  for  the 
Chamberlain  Commission  appointed  in  the  following 
year  was  already  ripe.  This  despatch  is,  perhaps, 
the  most  interesting  of  all  these  State  papers.  The 
Government  of  India  first  deal  with  rupee  reserves 
and  then  pass  on  to  the  question  of  stronger  and 
more  liquid  gold  balances.  General  agreement  was 
expressed  with  the  memorandum  on  rupee  balances 
and  coinage,  viz.  that  a  stock  of  24  crores  and  17 J 
crores  of  rupees  at  the  beginning  and  end  respectively 
of  each  busy  season  should  be  aimed  at ;  the  stock 
should  ordinarily  include  6  crores  in  the  silver  branch 

1  p.  195  of  vol.  i.  of  Appendices  to  the  Interim  Report  of  the  Royal 
Commission  on  Indian  Finance  and  Currency,  Cd.  7070,  1913. 
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of  the  Gold  Standard  Reserve  ;  fresli  coinage  should 
not  be  undertaken  if  the  Gold  Standard  Reserve 
silver,  the  bulwark  against  hasty  coinage,  falls  below 
6  crores,  provided  the  aggregate  stock  of  rupees  does 
not  seem  likely  to  be  less  than  R.  17|  crores  on 
March  31  and  R.  24  crores  on  the  next  October  1. 
In  regard  to  the  gold  reserves  Government  said  : 

We  should  have  been  glad  to  meet  the  widely  expressed 
sentiment  in  favour  of  having  at  least  a  part  of  our  Gold 
Standard  Reserve  in  India ;  but  we  recognise  that,  for  the 
purpose  of  supporting  exchange,  the  issue  of  our  gold  is 
equally,  and  certainly  more  quickly,  efEective  in  London  than 
it  would  be  in  this  country.  We  should  also  be  glad  to  keep 
an  ample  supply  of  gold  in  our  Indian  currency  chests,  in  the 
hope  of  stimulating  the  genuine  circulation  of  sovereigns. 

The  despatch  then  deals  with  the  main  issues 
with  which  they  began  in  1909,  viz.  the  standard 
amount  of  the  Gold  Standard  Reserve  and  the  form 
in  which  these  assets  are  held.  The  Government 
of  India  adhered  to  their  view  for  a  large  holding 
of  liquid  gold,  strictly  reserved  for  emergencies,  and 
as  to  the  former  point  suggested  £25,000,000  as  the 
standard  figure  before  the  diversion  of  coinage  profits. 
This  alone,  they  believed,  would  clear  the  air  and 
inspire  confidence  as  a  conclusive  proof  of  the  deter- 
mination and  ability  of  the  Government  of  India 
to  maintain  a  stable  exchange.  In  June  1912  the 
Secretary  of  State  replied,^  agreeing  to  the  principles 
of  rupee  coinage  and  silver  purchases.  He  also 
decided  (1)  that  £25,000,000  should  be  the  standard 
for  the  Gold  Standard  Reserve,  and  (2)  that  £5,000,000 
in  gold  should  be  ear-marked  as  a  deposit  in  the  Bank 

^  p.  201  of  vol.  i.  of  Appendices  to  the  Interim  Report  of  the  Royal 
Commission  on  Indian  Finance  and  Currency,  Cd.  7070,  1913. 
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of  England.  The  subsidiary  proposals  regarding  the 
silver  branch  of  the  Gold  Standard  Reserve  were 
remitted  back  for  further  consideration.  In  this 
year  recommendations  were  sent  to  the  Secretary 
of  State  in  favour  of  the  coinage  of  sovereigns  at 
the  Bombay  Mint.  In  view  of  difficulties  with  the 
Treasury  the  Secretary  of  State  suggested  the  coinage 
in  Bombay  of  a  R.  10  piece.  The  matter  was,  however, 
left  open  pending  the  report  of  the  Chamberlain 
Commission.  In  January  1913,  just  previous  to 
the  appointment  o£  the  Commission  in  April,  the 
Secretary  of  State  wrote  that  there  was  agreement 
that  when  Council  drafts  were  sold  beyond  the  extent 
to  which  they  could  be  met  from  Treasury  balances, 
they  should  be  met  from  currency  against  an  equiva- 
lent transfer  in  gold  to  the  Paper  Currency  Reserve 
held  at  the  Bank  of  England.  When  this  could  not 
be  done,  at  any  rate  on  a  large  scale,  without  injury 
to  Indian  interests,  it  might  be  necessary  to  draw 
upon  the  portion  of  the  Gold  Standard  Reserve  in 
India.  As  the  silver  held  in  the  Gold  Standard 
Reserve  might  be  partly  replaced  by  gold  during 
a  portion  of  the  year,  it  should  no  longer  be  called 
the  "  silver  branch  of  the  Gold  Standard  Reserve  " 
but  the  "  Indian  branch  of  the  Gold  Standard 
Reserve,"  and  the  branch  in  London  the  "London 
branch."  Since  the  Indian  branch  of  the  Reserve 
might  sometimes  contain  a  considerable  amount  of 
gold,  the  Secretary  of  State  placed  on  record  that 
the  minimum  of  £25,000,000  was  to  be  exclusive 
of  any  gold  held  in  the  Gold  Standard  Reserve  in 
India. 


CHAPTER  VII 

INDIAN  CURRENCY — 1900-1919  (contimted) 

V 

The  Chamberlain  Commission,  1913-14 

Constant  carping  is  a  most  unwholesome  occupation. 
ThaJ;  is  the  conclusion  which  one  derives  from  the 
gentle  cooings  in  the  despatches  of  the  period.  A 
favourable  situation  had  arrived  for  the  appointment 
of  an  official  inquiry.  In  the  press  and  elsewhere 
criticisms  were  levelled  freely  and  unfairly  against 
the  India  Office  and  the  Government  of  India,  regard- 
ing high  cash  balances  and  the  failure  to  carry  out 
to  the  letter  the  recommendations  of  the  Fowler 
Committee.  As  Sir  James  Meston  informed  the 
Commission  : 

We  are  constantly  being  told  that  we  have  been  bolster- 
ing up  the  inef&cient  gold  reserves  of  London  from  a  selfish 
point  of  view ;  that  we  have  been  raising  prices  by  coining 
silver  when  it  was  unnecessary ;  that  we  have  been  giviag 
London  cheap  credit  and  giving  no  assistance  to  the  trade  of 
India ;  also  that  we  have  been  helping  other  countries  with 
our  gold — ^not  England,  but  other  countries — through  the 
international  agency  of  London  ;  and  that  we  have  been 
parties  to  allowing  the  taxpayers'  money  in  India  to  be  used 
by  the  Bank  of  England  as  an  excuse  for  not  raising  their 
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rates,  and  so  on.  All  these  accusations  come  to  us  at  very 
close  range.  We  are  not  a  secluded  body  in  any  sense,  but 
we  are  exposed  to  the  most  direct  and  immediate  intercourse 
with  very  acute  critics. 

The  state  of  "  ripeness  "  for  a  Royal  Commission 
of  Inquiry  had  certainly  arrived. 

The  Right  Hon.  Mr.  Austen  Chamberlain  was 
Chairman,  and  with  him  were  associated  Lord  Faber, 
Lord  Kilbracken  (Sir  Arthur  Godley,  G.C.B.,  a  member 
of  the  Herschell  Committee  of  1893),  Sir  Robert 
(now  Lord)  Chalmers,  Secretary  to  the  Treasury ; 
Sir  Ernest  Cable,  Sir  Shapurji  Broacha,  and  Mr. 
H.  N.  Gladstone  of  Indian  Financial  and  Commercial 
experience ;  Sir  Robert  Gillan,  Financial  Secretary 
to  the  Government  of  India ;  Sir  James  Begbie, 
Secretary  and  Treasurer  of  the  Bank  of  Bombay; 
and  Mr.  J.  M.  Keynes,  Fellow  of  King's  College, 
Cambridge,  and  an  authority  on  Indian  Finance. 
The  terms  of  reference  were  : 

To  inquire  into  the  location  and  management  of  the 
general  balances  of  the  Government  of  India ;  the  sale  in 
London  of  Council  bills  and  transfers ;  the  measures  taken 
by  the  Indian  Government  and  the  Secretary  of  State  for 
India  in  Council  to  maintain  the  exchange  value  of  the  rupee 
in  pursuance  of  or  supplementary  to  the  recommendations 
of  the  Indian  Currency  Committee  of  1898,  more  particularly 
with  regard  to  the  location,  disposition,  and  employment 
of  the  Gold  Standard  and  Paper  Currency  Reserves ;  and 
whether  the  existing  practice  in  these  matters  is  conducive 
to  the  interests  of  India ;  also  to  report  as  to  the  suitability 
of  the  financial  organisation  and  procedure  of  the  India 
Office  ;  and  to  make  recommendations. 

The  Commission  appointed  in  April  1913  reported 
in  February  1914.  It  held  thirty-four  meetings  and 
examined  thirty-three  witnesses. 
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The  findings  of  the  Commission  were,  firstly,  that 
experience  had  amply  proved  the  wisdom  of  the 
main  recommendations  of  the  Fowler  Committee 
of  1898,  and  that  all  witnesses,  with  one  single 
exception,  supported  the  view  that  India  had  enjoyed 
enormous  benefits  from  the  substitution  of  gold  for 
silver  as  the  standard  of  value.  The  establishment  of 
a  stable  exchange  was  and  is  of  the  first  importance 
to  India.  The  Commission  rightly  pointed  out  that 
the  maintenance  of  the  exchange  value  of  the  rupee 
was  rather  supplementary  to  than  directly  in  pursu- 
ance of  the  Fowler  Cormnittee's  recommendations 
of  1898,  which  evidently  regarded  the  establishment 
of  a  gold  currency  in  active  circulation  as  essential 
for  this  purpose.  The  Government  of  India  un- 
doubtedly did  their  best  to  carry  out  the  recommenda- 
tions, but  circumstances  were,  as  we  have  seen,  too 
strong  for  them.  The  gold  standard  had  proved 
itself  to  be  firmly  secured  without  a  gold  currency. 
It  is  true  that  up  to  the  time  that  the  Commission 
reported  there  had  been  only  one  severe  test — ^the 
crisis  of  1907-1908.  A  silver  crisis  like  that  of  1918 
had  not  been  dreamt  of.  The  Commission,  however, 
arrived  at  the  definite  conclusion  that  the  gold  exchange 
standard  was  not  only  workable,  but  ia  the  absence 
of  any  developed  banking  system  was  admirably 
adapted  to  the  country  on  account  of  its  cheapness. 
Subject  to  giving  the  people  of  India  the  currency 
which  they  desire,  the  Commission  recommended 
that  the  present  pohcy  should  be  continued,  and,  in 
addition,  the  use  of  notes  encouraged  as  far  as  possible. 
A  gold  currency  and  a  gold  mint  the  Commission 
considered  to  be  unnecessary.  A  gold  mint  was 
required  for  purposes  neither  of   currency  nor   of 
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exchange,  but  it  may  be  established  if  Indian  senti- 
ment genuinely  demands  it. 

Secondly,  the  vital  point  of  the  gold  exchange 
standard  was  that  there  should  be  an  adequate 
reserve  of  gold  and  sterling  securities  for  converting 
internal  currency  as  far  as  necessary  into  international 
or  external  currency.  On  this  the  recommendations 
of  the  Commission  were  ■  a  criticism  of  the  practice 
in  vogue.  There  should  be  no  limit  to  the  Gold 
Standard  Keserve.  It  must,  the  Commission  believed, 
be  increased,  and  the  authorities  should  aim  at 
keeping  one-half  of  the  total  Reserve  in  actual  gold. 
'  The  purpose  of  the  Reserve  was  not  merely  to  meet 
home  charges  when  exchange  prevents  the  sale  of 
Council  drafts,  but  to  liquidate  an  unfavourable 
balance  of  trade  to  the  extent  necessary  to  prevent 
exchange  falling  below  the  specie  point.  •  The  Com- 
mission, therefore,  agreed  with  the  views  of  the  Govern- 
ment of  India  as  expressed  in  their  despatches  that 
the  Reserve  of  liquid  gold  should  be  considerably 
strengthened.  In  view  of  the  purpose  of  the  Gold 
Standard  Reserve  there  were  compelling  reasons  for 
retaining  the  gold  in  London.  The  Commission 
were  of  opinion  that  the  reluctance  in  1907  to  part 
with  gold  for  export  showed  some  misapprehension 
of  the  real  use  of  the  Reserve.  They  recommended 
(and  the  Government  of  India  have  since  adopted) 
a  definite  undertaking  to  sell  Reverse  drafts  whenever 
called  upon  to  the  utmost  extent  of  their  resources. 
The  Indian  branch  of  the  Reserve  in  so  far  as  it  was 
held  in  rupees  should  be  abolished,  a  recommendation 
that  was  adopted  in  1915. 

The  third  group  of  recommendations  deals  with 
matters   of   great  practical  importance  in  currency 
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policy.  Greater  elasticity  should  be  given  to  the 
system.  The  Cortunission  suggested  less  rigidity  in 
regard  to  the  note  issue.  In  place  of  the  note  issue 
obtaining  in  1913,  which  was  modelled  on  that  of 
the  Bank  of  England,  there  should  be  introduced  a 
less  rigid  system  similar  to  that  in  several  European 
countries,  viz.  one  in  which  a  fixed  proportion  only 
of  the  total  circulation  is  held  as  a  reserve.  Govern- 
ment should  have  the  power  to  make  temporary  loans 
or  investments  from  the  fiduciary  portion  within 
a  fixed  maximum  in  India  and  in  London  as  an 
alternative  to  investment  in  permanent  securities. 
The  maximum  of  the  fiduciary  portion  should  be 
fixed  at  the  amount  of  notes  held  by  Government 
in  the  Reserve  treasuries  plus  one-third  of  the  net 
circulation.  The  immediate  universalisation  of  the 
500-rupee  note  and  the  increase  of  the  facilities  for 
the  encashment  of  notes  were  also  suggested.  Another 
recommendation  (which  has  already  been  adopted) 
was  that  Government  should  make  a  regular  practice 
of  giving  loans  to  the  Presidency  banks  from  their  sur- 
plus balances.  Accumulations  in  Reserve  treasuries 
which  tend  to  lock  up  money  received  as  revenue 
just  at  the  time  when  it  is  most  in  demand  should 
be  avoided.  Little  fault  was  found  with  the  sale 
of  Council  drafts  except  that  sales  had  at  times 
been  at  unnecessarily  low  rates  when  the  Secretary 
of  State's  balances  did  not  require  replenishment. 
The  high  balances  which  had  been  so  adversely 
criticised  in  some  quarters  of  the  public  press  were 
caused  by  the  very  prosperous  years  that  had  been 
experienced  and  also  by  over-cautious  budgeting. 
The  Commission  suggested  a  change  in  the  com- 
mencement of  the   financial  year   from  April  1   to 
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November  1  or  January  1.  TMs,  it  was  believed, 
would  make  for  more  accurate  budgets,  and  it  would 
enable  the  India  Office  to  fix  the  amount  of  their 
borrowings  in  London  with  closer  regard  to  immediate 
needs.  The  possibility  of  utilising  balances  in  India 
should  be  considered  before  transferring  balances  to 
London  in  excess  of  the  Secretary  of  State's  require- 
ments. The  practice  of  transferring  revenue  surpluses 
to  London  to  avoid  or  to  reduce  fresh  borrowings 
was,  the  Commission  thought,  completely  justified 
in  Indian  interests,  and  the  Secretary  of  State  had 
made  good  use  of  the  balances  in  his  hands.  In  the 
disposal  of  these  balances  pending  their  ultimate 
application,  the  Commission  mentioned  that  on  one 
occasion  deposits  were  made  with  selected  banks 
with  the  inevitable  result  of  charges  of  favouritism 
and  similar  improper  motives.  The  Report  shows 
there  were  no  grounds  whatsoever  for  such  motives, 
but  the  Commission  felt  it  necessary  to  suggest  that 
the  greatest  possible  care  should  be  taken  to  avoid 
all  occasion  for  criticism.  The  list  of  approved 
securities  on  which  loans  were  made  and  of  approved 
borrowers  should  be  extended ;  the  remuneration 
of  the  Secretary  of  State's  broker  and  of  the  Bank 
of  England  should  also  be  subject  to  revision.  In 
connection  with  the  control  of  the  Indian  Currency 
machine  the  Commission  made  suggestions  for  secur- 
ing specialised  financial  knowledge  and  skill,  a  sugges- 
tion that  has  since  been  given  effect  to.  The  establish- 
ment of  a  State  or  Central  Bank  was  also  considered, 
and  an  able  memorandum  was  prepared  by  Mr. 
J.  M.  Keynes  with  the  assistance  of  Sir  Ernest  Cable. 
The  Commission,  however,  abstained  from  expressing 
any  opinion,  and  recommended  that  the  subject  was 
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one  which  deserved  "  the  appointment  of  a  small 
expert  committee  to  examine  the  whole  question  in 
India,  and  either  to  pronounce  against  the  proposal  or 
to  work  out  in  full  detail  a  concrete  scheme  capable 
of  immediate  adoption." 


VI 

The  War  Period  ^ 

The  Chamberlain  Commission's  recommendations 
were  referred  to  Local  Governments  and  Chambers 
of  Commerce  for  opinion.  This  is  part  of  the  usual 
procedure  in  such  matters.  It  causes  a  little  delay. 
In  this  case  delay  was  fortunate,  as  the  war  in  the 
meanwhile  broke  out  and  events  were  moving  rapidly. 
Government,  therefore,  were  able  to  postpone  action 
on  the  report  as  a  whole  until  they  had  gathered 
experience  as  to  the  working  of  the  gold  exchange 
standard  under  the  most  unfavourable  circumstances. 
Some  of  the  recommendations,  however,  notably 
those  regarding  the  action  to  be  taken  in  a  falling 
exchange,  the  abolition  of  silver  holdings  in  the  Gold 
Standard  Reserve,  and  the  increase  of  facilities  for 
the  encashment  of  notes,  were  carried  into  effect 
shortly  after  the  outbreak  of  war.  With  the  rise 
in  exchange  from  August  1917  a  new  set  of  conditions 
undreamt  of  even  by  the  pundits  of  the  Chamberlain 
Commission  took  place.  Silver  soared  from  23|-d.  in 
October  1915  to  58d.  on  May  10,  1919.  It  was  found 
necessary  on  this  accoimt  to  raise  exchange,  i.e.  the 
gold  price  in  London  of  rupees  in  India,  to  corre- 
spond at  least  with  their  actual  cost.     This  was  done 

1  See  Chapter  III.  pp.  86-90. 
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only  on  three  occasions,  viz.  on  August  29,  1917, 
April  12,  1918,  and  May  13,  1919,  when  exchange 
was  raised  from  Is.  4jd.  to  Is.  5d.,  then  to 
Is.  6d.,  and  subsequently  to  Is.  8d.  for  telegraphic 
transfers.  It  was  impossible  for  the  Secretary  of 
State,  as  we  have  seen  in  Chapter  III.,  to  sell  rupees 
in  India  below  cost,  because  this  would  put  a  premium 
on  their  being  melted  down  and  exported  as  bullion. 
It  was,  therefore,  necessary  to  raise  their  gold  price, 
i.e.  the  price  at  which  the  Secretary  of  State  sold 
his  drafts  on  India  was  raised.  In  plain  English, 
exchange  rose. 

The  average  rate  of  exchange  and  its  steadiness 
are  well  brought  out  if  quinquennial  averages  are 
employed : 


(i.)  Quinquennial  Avbbagb  Rates  of  Exchange 


Pence  per  rupee. 


Index  No. 


1900-1904 
1905-1909 
1910-1914 
1915-1919 


16-013 
16-033 
16-062 
16-463 


100 
100 
101 
103 


(ii.)  Yeably  Average  and  Monthly  Rates 


Pence  per  rupee. 

Index  No. 

1913-1914      .       .       . 

16-070 

101 

1914-1915 

16-004 

100 

1916-1916 

16-087 

100 

1916-1917 

16-148 

101 

1917-1918 

16-532 

103 

1918-1919 

17-544 

109 

April  1919 

16-906 

106 

May   1919 

'         18-553 

116 

June  1919 

19-540  * 

122 

'  Provisional. 
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These  average  rates  are  the  rates  obtained  by  the 
Secretary  of  State  for  telegraphic  transfers  and 
Council  bills  over  a  twelvemonth  and  in  the  quarter 
ending  June  1919.  They  do  not  refer  merely  to 
telegraphic  transfers.  When  we  speak  of  exchange 
rising  to  Is.  8d.  or  any  other  figure  we  mean  the 
rate  for  telegraphic  transfers,  but  in  the  above  table 
bills  as  well  as  transfers  are  included.  These  average 
rates  are  calculated  by  reducing  the  total  amount 
received  by  the  Secretary  of  State  for  these  Council 
drafts  to  pence  {i.e.  x  240)  and  dividing  by  the 
total  rupees  to  be  paid  in  India  on  account  of  these 
drawings.  These  average  rates  are  pubUshed  weekly 
in  the  "  K  "  statement  of  the  Controller  of  Currency. 
The  main  lesson  to  be  learned  as  one's  eye  moves 
down  these  tables  above  and  the  appended  tables 
is  that  exchange  has  been  exceedingly  steady  as 
compared  with  the  fluctuations  in  the  price  of  silver. 
Between  April  1900  and  June  1919  the  price  of  silver 
increased  by  as  much  as  95  per  cent.  The  average 
rate  of  exchange,  however,  fluctuated  in  the  same 
period  only  by  22  per  cent.  Exchange  is  now,  as 
Pope  would  say,  "  the  sad  burden  of  some  merry 
song." 

The  events  of  the  war  years  have  necessitated  an 
examination  of  currency  problems  that  did  not  face 
the  Chamberlain  Commission  in  1914.  The  experience 
of  the  silver  crisis  of  1918,  the  gold  value  of  the  rupee 
in  the  future  working  of  the  gold  exchange  standard, 
the  strength  of  our  gold  reserves  in  London  and  our 
rupee  reserves  in  this  country,  the  future  of  the  paper 
currency,  India's  demands  for  gold  and  silver  in  the 
settlement  of  favourable  trade  balances,  these  and 
similar   questions   are   now   of   first   importance   in. 
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currency  policy.  The  Secretary  of  State,  therefore, 
decided  to  appoint  an  expert  committee  to  investigate 
the  problems  of  Indian  exchange  and  currency  and 
to  make  recommendations.  The  Chairman  of  the 
Committee  is  Sir  H.  Babington  Smith,  private 
secretary  to  Lord  Elgin  when  Viceroy  (1894-99),  a 
member  of  the  Financial  Commission  to  the  United 
States,  1915,  and  assistant  commissioner  to  Lord 
Reading  in  the  United  States,  1918.  The  other 
members  include  Lord  Chalmers  of  H.M.  Treasury 
and  a  member  of  the  Chamberlain  Commission  of 
1913 ;  Sir  James  Brimyate,  a  former  financial 
secretary  to  the  Government  of  India,  the  repre- 
sentative of  the  India  OflS.ce  at  the  negotiations  in 
Washington  in  the  silver  crisis  of  1918,  and  member 
of  the  Secretary  of  State's  Council ;  Sir  Marshall 
Reid,  an  ex-President  of  the  Bombay  Chamber  of 
Commerce  and  member  of  the  Secretary  of  State's 
Council ;  Mr.  F.  C.  Goodenough,  Chairman  of  Barclay's 
Bank  and  member  of  the  Secretary  of  State's  Council ; 
Sir  C.  Needham  of  Manchester ;  Sir  Charles  Addis, 
Manager  of  the  Hongkong  and  Shanghai  Bank, 
London,  and  a  high  authority  on  banking ;  Mr. 
D.  M.  Dalai,  a  leading  bullion  broker  and  financial 
authority  in  Bombay  ;  Sir  Bernard  Hunter,  Secretary 
and  Treasurer  of  the  Bank  of  Madras ;  Mr.  T. 
McMorran,  formerly  in  business  in  Calcutta,  now  in 
London  ;  and  Mr.  M.  M.  S.  Gubbay,  Controller  of 
Currency.  The  Committee  is  now  (July  1919)  sitting 
in  London,  and  the  Report  is  expected  to  be  pubKshed 
before  March  1920. 

The  terms  of  reference  are  :  To  examine  the  effect 
of  the  war  on  the  Indian  Exchange  and  Currency 
system  and  practice  and  upon  the  position  of  the 
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Indian  note  issue,  and  to  consider  whether,  in  the 
light  of  this  experience  and  of  possible  future  varia- 
tions in  the  price  of  silver,  modifications  of  the  system 
or  practice  may  be  required  ;  to  make  recommenda- 
tions as  to  such  modifications,  and  generally  as  to 
the  policy  that  shoidd  be  pursued  with  a  view  to 
meeting  the  requirements  of  trade,  to  maintain  a 
satisfactory  monetary  circulation,  and  to  ensure  a 
stable  gold  exchange  standard. 

VII 

Summary 

The  main  features  of  the  period  are  best  brought 
out  by — 

{a)  Dividing  the  period  into  quinquennial  groups. 

(6)  Analysing  the  distinctive  features  of  the  war 
period,  especially  since  1917,  in  order  to  briag  out  the 
remarkable  happenings  that  have  taken  place  during 
the  war,  which  has  left  in  its  train  many  serious 
problems  of  finance. 

The  first  point  that  deserves  notice  is  the  rise  in 
prices,  which  markedly  advanced  since  1905.  In  the 
tables  of  prices  that  have  been  appended  it  will  be 
seen  that  since  1900  the  general  rise  in  prices  has 
been  94  per  cent  in  1918,  exports  have  risen  in  price 
by  60  per  cent,  and  imports  by  201  per  cent.  The 
weighted  index  number  shows  a  rise  of  50  per  cent. 
Since  the  outbreak  of  the  war  the  rise  has  been  57 
per  cent  (im weighted)   and  18  per  cent  (weighted).^ 

^  The  rise  in  the  weighted  index  number  differs  considerably  in  this 
case  from  the  unweighted,  as  the  weights  are  given  almost  entirely  to 
articles  exported,  chiefly  food-grains,  by  far  the  main  item  in  the  ordinary 
Indian  budget.  The  large  rise  in  the  prices  of  imports,  therefore,  is  not 
allowed  for  in  the  weighted  average. 
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The  rise  during  the  years  1914  and  1915  was  not 
very  marked,  but  from  1916  onwards  the  rise  is 
striking : 

General  Pbicbs 


Unweighted. 

Weighted. 

Yearly  average  (1900-1904)  . 

100 

100 

Do.     (1905-1909)  . 

120 

122 

Do.     (1910-19U)  .   . 

127 

130 

Do.     (1914r-1918)  . 

170 

146 

1914 

138 

143 

1915 

143 

139 

1916 

173 

142 

1917     

184 

142 

1918 

211 

165 

The  Appreciation  of  Silver  ^ 

The  rise  in  the  price  of  silver  since  1917  raises 
the  question  as  to  whether  the  rise  is  in  reality  a  rise 
in  the  gold  price  of  silver  relatively  to  commodities, 
or  whether  this  rise  is  simply  a  rise  of  commodity 
prices  in  general,  i.e.  an  expression  not  of  an  apprecia- 
tion of  silver,  but  rather  of  a  depreciation  of  gold  in 
relation  to  commodities.  The  value  of  silver  is,  as 
every  one  knows,  best  expressed  by  its  purchasing 
power  not  over  gold  alone,  but  over  a  wide  group  of 
commodities,  just  as  the  value  of  gold  is  similarly 
expressed  not  over  one  commodity  like  silver,  but 
over  a  large  number  of  commodities.  For  this  pur- 
pose recourse  was,  as  usual,  had  to  index  numbers. 
The  general  conclusions  are — (1)  that  the  gold  price  of 
silver  remained  low  until  1915  ;  (2)  that  in  both 
periods,  1893  to  1900  and  1900  to  1915,  the  decline 
in  the  gold  price  of  silver  was  an  expression  of  the 

1  See  Chapter  V.  p.  153. 
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depreciation  of  silver  relatively  to  commodities,  rather 
than  of  an  appreciation  of  gold — it  will  be  remem- 
bered that  in  the  period  1873  to  1892  the  decline  was 
chiefly  an  expression  of  an  appreciation  of  gold,  not 
of  a  depreciation  of  silver,  relatively  to  commodities  ; 
(3)  since  1916  the  rise  in  the  gold  price  of.silver  has 
been  an  expression  of  the  appreciation  of  silver  rather 
than  a  depreciation  of  gold  relatively  to  commodities. 


The  Pubchasijtg  Poweb  ovbe  Commodities  * 

Period. 

Gold  price  of  silver. 

Gold. 

Silver. 

1873-1892  . 
1893-1900  . 
1901-1909  . 
1910-1914  . 
1915-1918  . 

Declined  33  % 
Do.  22  % 
Do.        13  % 

Advanced  5  % 
Do.      100  % 

Appreciated  63  % 

Depreciated    9  % 

Do.             6  % 

Do.             7  % 

Do.           44  % 

Appreciated  10  % 

Depreciated  29  % 

Do.           17  % 

Do.             5  % 

Appreciated  12  % 

•  From  Reciprocals  of  Statist's  Index  Number. 
Currency  Problems.     Tlie  Macmillan  Company. 


Of.  Kemmerer  (p.  18),  Modern 


Circulation,  1900-1919 

We  now  turn  to  the  study  of  the  provision  of 
currency  between  1900  and  1919,  with  special  refer- 
ence to  the  war  period.  In  the  following  paragraphs 
we  shall  use  currency  in  its  wider  sense,  i.e.  to  include 
cheques,  in  fact  anything  in  the  shape  of  coins  or 
paper  instruments  ordinarily  accepted  in  payment  of 
goods  and  services.  This  definition  includes  coins, 
currency  notes,  and  cheques,  but  it  excludes  bills  of 
exchange  or  hundis,  since  these  are  a  specialised 
means  of  payment  used  by  banks  and  merchants 
and  not  by  the  ordinary  pubHc.  It  is  necessary,  as 
we  shall  see,  to  make  clear  the  definition  of  the  term 
in  which  "  currency  "  is  used  in  this  connection,  and, 
having  done  so,  to  stick  tenaciously  to  the  definition. 
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The  main  features  of  the  period  are  summed  up  in 
the  following  table : 

Average  Growth  in  Cikculation  in  Quinquennial  Periods 
(In  crores  of  rupees.) 


1900-4. 

1905-9. 

1910-14. 

1915-19. 

Rupee  circulation  (active)     . 

138 

174 

186 

218 

Note  circulation  (gross) 

33 

45 

61 

94 

Do.              (net)    . 

29 

41 

54 

90 

Do.               (active) 

24 

33 

44 

76 

Total  rupee  and  note  (active)  cir- 

culation         

162 

207 

230 

294 

Cheque  currency  (Bank  clearings) 

232 

378 

552 

917* 

Total  of  rupee,  note,  and  cheque 

currency 

394 

585 

782 

1211 

*  ITour  years'  average,  as  the  1919  figure  is  not  yet  available.     See  table,  No.  27, 
appended  on  p.  473. 

These  figures  when  converted  into  index  numbers 
are  compared  below  with  the  growth  of  business  index 
numbers  in  order  to  arrive  at  the  relative  growth  of 
circulation. 


Index  Numbers  of  the  Relative  Growth  in  Circulation 
(Quinquennial  averages.) 


1900-4. 

1905-9. 

1910-14. 

1915-19. 

Rupee  circulation  (active)     . 
Note  circulation  (gross) . 
Do.               (net)     . 

100 
100 
100 

126 
136 
141 

135 
185 
186 

158 
285 
310 

Do.               (active) 
Total  rupee  and  note  (active)  cir- 
culation         

100 
100 

137 
128 

183 
142 

317 
181 

Cheque  currency  (Bank  clearings) 
Total   active  rupee,  active  note. 

100 

163 

238 

395 

and  cheque  currency  . 
Growth  of  business 

100 
100 

148 
144- 

198 
204 

307 
249 

The  growth  of  trade  requirements  has  been  reached 
by  a  selection  of  certain  statistics  which  are  typical 
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of  Indian  business  activity  from  year  to  year.  As 
far  as  possible  the  indices,  22  in  number,  have  been 
carefully  selected,  and,  wherever  possible,  quantity 
has  been  used.  Variations  due  to  changes  in  the 
value  of  the  monetary  unit  have  thereby  been  elimin- 
ated as  far  as  possible.  The  table  is  given  in  the 
Appendix. 

The  conclusions  to  be  drawn  from  these  summary 
tables  and  from  the  appended  tables  are  : 

(1)  The  active  rupee  circulation  has  grown  less 
rapidly  than  the  growth  of  business  in  all  three  quin- 
quennial periods. 

(2)  The  gross,  net,  and  active  circulation  of  notes 
has  also  grown  less  rapidly,  except  during  the  war 
period.  By  "  net  circulation  "  is,  of  course,  meant 
the  total  value  of  the  notes  excluding  the  value  of 
those  held  in  the  Reserve  treasuries.  The  "  active 
circulation  "  further  excludes  the  value  of  (1)  notes 
held  in  all  other  Government  treasuries,  and  (2)  notes 
held  in  the  head  offices  of  the  Presidency  banks. 

(3)  The  total  active  circulation  of  rupees  and  notes 
taken  together,  even  since  the  war,  increased  less 
rapidly  than  the  growth  of  business. 

(4)  The  average  growth  in  cheque  currency  was 
greater  in  all  quinquennial  periods  than  the  growth 
of  business,  and  especially  so  in  the  war  period. 

(5)  The  total  of  active  rupee  and  active  note  circu- 
lation and  cheque  currency  more  or  less  kept  pace 
with  the  growth  of  business,  except  since  the  war, 
when  it  outstripped  this  growth  in  business  to  a 
marked  extent.  Hence,  as  in  other  countries,  there 
has  been  a  certain  amount  of  inflation. 

The  results  for  the  war  period  are  of  special 
interest. 
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Geowth  in  Circulation  * 
(In  crores  of  rupees.) 


1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Rupee  circulation  (active)  . 

187 

204 

212 

227 

219 

228 

Note  circulation  f  (gross)   . 

66 

62 

68 

86 

100 

153 

Do.                 (net)       . 

59 

56 

64 

82 

98 

150 

Do.                (active) 

50 

44 

53 

67 

84 

134 

Total  rupee  and  note  (active) 

circulation        .... 

237 

248 

265 

294 

303 

362 

Cheque  currency  (Bank  clearings) 

538 

563 

809 

901 

1396 

Total  rupee,  note,  and  cheque 

currency 

775 

811 

1074 

1195 

1699 

*  For  per  capita  averages  see  table  on  p.  462. 
t  On  March  31  in  each  year. 

The  index  numbers/  including  the  index  number 
of  the  growth  of  business,  were  : 


1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Rupee  circulation  (active) 

101 

110 

114 

122 

118 

123 

Note  circulation  (gross)     . 

107 

100 

110 

139 

162 

248 

Do.              (net) 

110 

105 

120 

153 

183 

280 

Do.              (active)   . 

113 

100 

120 

152 

191 

304 

Total  rupee  and  note  (active) 

circulation         .... 

103 

108 

115 

128 

132 

157 

Cheque  currency(Bank  clearings) 

92 

96 

138 

154 

239 

* 

Total  rupee,  note,  and  cheque 

currency 

95 

100 

132 

147 

209 

* 

Growth  of  business 

113 

112 

117 

124 

126 

130 

*  Not  available  until  after  December  31, 1919. 

This  shows  that  in  war  time — 

(1)  The  active  rupee  circulation  has  kept  pace  with 
the  growth  of  business. 

(2)  The  active  note  circulation  at  first  grew  less 
rapidly  than  the  growth  of  business,  but  from  1916 
onwards  increased  with  greater  rapidity. 

(3)  The  active  rupee  and  note  circulation  taken 
together  moved  in  harmony  with  the  growth  of  busi- 

1  Average  of  the  figures  for  1911-13  being  taken  as  100. 
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ness  up  to  1916.     Since  that  date  the  active  rupee  and 
note  circulation  has  outstripped  the  growth  of  business. 

(4)  Cheque  currency  was  more  rapid  in  its  growth 
than  that  of  business  except  in  1914  and  1915. 

(5)  The  total  of  the  rupee  and  note  (active)  circu- 
lation and  cheque  currency  was  greater  than  the 
growth  of  business  from  1916  onwards. 

This  idea  of  a  supply  of  the  circulating  medium  in 
excess  of  the  growth  of  business  is  usually  known  as 
inflation.  When  at  a  given  price  level  a  country's 
circulating  media,  cash,  coin  and  notes,  and  deposit 
currency,  increase  relatively  to  trade  needs,  inflation 
is  said  to  occur.  We  shall  deal  with  this  in  greater 
detail  in  Chapter  XV.  in  discussing  the  phenomenal 
growth  in  deposit  currency  in  this  country.  In  war 
time  inflation  has  "  cut  much  ice,"  but  it  is  usually 
done  so  gradually  that  its  effect  is  not  observed  until 
too  late.  As  Sir  James  Meston,  in  his  speech  in 
the  Legislative  Council  on  the  Financial  Statement  for 
1919-20,  said :  "  Although  practically  every  belligerent 
country  has  had  to  finance  itself  in  some  measure  by 
an  abnormal  recourse  to  the  printing  press,  warnings 
are  now  being  heard  on  all  sides  about  its  serious 
consequences.  Here  in  India,  if  our  responSibiUties 
for  meeting  war  expenditure  forced  us  to  err  in  this 
direction,  we  certainly  have  sinned  against  the  light 
to  a  very  much  smaller  extent  than  other  countries. 
The  time,  however,  is  now  coming  when  we  shall  no 
longer  be  able  to  plead,  as  an  excuse  for  borrowing 
from  our  Currency  Reserve,  the  exigencies  of  war  ; 
and  we  ought  to  try  to  retire  at  least  that  portion  of 
our  paper  which  is  represented  by  our  own  Treasury 
bills.  Some  of  us  would  probably  like  to  go  further 
and  reduce  the  outstanding  note  circulation  until  we 
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hear  no  more  of  forced  discounts  in  the  country-side 
and  their  hardships  on  the  people  ;  but  it  is  not  easy 
to  see  how  this  adjustment  can  be  effected  until  silver 
comes  out  of  hoards  and  resumes  its  duty  as  a  cir- 
culating medium." 

Indian  finances  have  not  suffered  from  a  wholesale 
increase  in  unproductive  debt  as  has  been  the  case 
with  many  other  belligerents.  Our  national  debt 
on  March  31,  1918,  was  £336,500,000  as.  against 
£274,000,000  on  March  31,  1914,  the  pre-war  year, 
an  increase  of  23  per  cent.  On  the  former  date, 
however,  improductive  debt  was  16  per  cent  of  the 
whole  as  against  5  per  cent  in  the  pre-war  year. 
These  suggestive  statistics  are  as  follows  : 

(Millions  of  £  sterling.) 


Ordinary 
debt.  Includ- 
ing floating 
debt. 

Productive  public  works  debt. 

Grand  total 

of  debt 

(columns 

1  and  4). 

Railways. 

Irrigation. 

Total. 

1. 

2. 

3. 

4. 

5. 

On  March  31 

1913 

25-0 

211-8 

37-6 

249-4 

274-4 

Do. 

1914 

12-8 

222-0 

39-4 

261-4 

274-2 

Do. 

1915 

9-2* 

233-2 

41-1 

274-3 

283-5 

Do. 

1916 

90  t 

234-4 

42-4 

276-8 

285-8 

Do. 

1917 

7-0  + 

235-7 

43-3 

279-0 

286-0 

Do. 

1918 

53-4  § 

239-1 

44-0 

283-1 

336-5 

*  Excludes  £7-3  millions  on  account  of  temporary  loans  from  the  Gold  Standard 
Reserve  and  the  Gwalior  Durbar. 

t  Excludes  £4-3  millions  on  account  of  temporary  loans  from  the  Gold  Standard 
Eeserve  and  the  Gwalior  Durbar. 

t  Excludes  £3  millions  on  account  of  temporary  loans  from  (Sie  Gwalior  Durbar. 

§  Excludes  £2-7  millions  on  account  of  temporary  loan  from  the  Bank  of  Bombay, 
and  £64-0  millions  on  account  of  the  liability  for  British  Government  War  Loan 
1929-47  taken  over  as  part  of  the  financial  contribution  to  the  war. 


This  table  includes  all  floating  debt  (temporary 
loans)  except  temporary  loans  from  the  Gold  Stanll- 
ard  Eeserve,  1914-15  and  1915-16 ;  from  the  Gwalior 
Durbar,  1914-15  to  1916-17 ;   and  from  the  Bank  of 
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Bombay,  1917-18.  It  also  excludes  the  liability  for 
British  Government  5  per  cent  War  Loan  1929-47, 
taken  over  as  India's  financial  contribution  to  the 
war  (1917-18).  These  Liabilities  have  not  been  treated 
as  a  part  of  the  registered  debt  of  India,  nor  have 
they  been  included  in  the  half-yearly  returns  of  loans 
presented  to  Parliament.  It  is  interesting  to  note 
that  while  the  total  debt,  productive  and  unproduc- 
tive, on  March  31,  1918,  amounts  to  £336'5  millions, 
the  value  of  the  State  Railways  and  Irrigation  Works 
alone  (capitalised  at  25  years'  purchase)  is  estimated 
at  £584,000,000. 

To  sum  up.  The  data  on  the  growth  of  the 
circulating  medium  and  the  growth  of  business  are 
of  considerable  interest  in  the  Ught  of  the  movement 
in  prices  in  the  war  period.  We  should  have  expected 
prices,  other  things  being  equal,  to  have  risen  as 
they  have  done  according  to  the  generally  accepted 
quantity  theory  of  money,  on  which  Doctor  Johnson 
made  the  pertinent  remark  when  he  was  told  that 
in  Skye  twenty  eggs  might  be  purchased  for  a  penny : 
"  Sir,  I  do  not  gather  from  this  that  eggs  are  plenty 
in  your  miserable  island,  but  that  pence  are  few." 


CHAPTER  VIII 

THE   PAPER   CUEEENCY 
I 

Note  Cieculation  bepoee  1862 

Peioe  to  the  passing  of  Act  XIX.  of  1861  (which  took 
efiect  from  March  1,  1862)  there  was  no  Govern- 
ment issue  of  currency  notes.  The  issue  of  notes 
belonged  to  private  banks.  The  circulation  of  these 
notes  was  practically  confined  to  the  three  Presidency 
towns  of  Calcutta,  Bombay,  and  Madras.  The  notes 
were  not  legal  tender.  They  were  issued  by  what 
were  then  known  as  the  "  Chartered  "  banks  {i.e- 
the  three  Presidency  banks),  and  by  other  banks,  many 
of  which  were  "  agency  houses,"  that  did  a  banking 
in  addition  to  a  mercantile  business.  The  Bank  of 
Hindustan,  founded  in  Calcutta  about  1770  by  Messrs. 
Alexander  and  Co.,  had  a  circulation  of  notes  confined 
to  Calcutta  and  its  neighbourhood.  The  notes  of 
this  Bank  were  received  in  payment  at  all  places  in 
Calcutta,  except  the  Treasury  itself.  The  issues  of 
this  Bank  sometimes  rose  to  R.  20  or  R.  25  lakhs,  while 
at  other  times  they  fell  to  R.  2  or  R.  3  lakhs.  In  1819 
a  severe  run  took  place  when,  in  consequence  of  some 
forgeries,  a  notice  was  issued  by  the  Bank  pointing 
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out  the  mode  of  distinguishing  genuine  from  forged 
notes.  A  rumour  spread  in  the  bazaar  that  unless 
the  notes  were  brought  in  by  a  certain  day  they  would 
not  be  paid.  About  18  lakhs  of  rupees  in  notes  were 
cashed  without  difficulty.  In  January  1829  another 
run  was  made  on  the  Bank  consequent  on  the  failure 
of  Messrs.  Palmer  and  Co.,  and  a  panic  led  to  the 
presentation  for  payment  of  about  R.  20  lakhs,  a 
demand  that  was  again  promptly  met.  The  Bengal 
Bank  (not  to  be  confused  with  the  Bank  of  Bengal) 
had  a  limited  note  circulation  from  1790  until  it 
ceased  to  do  business  some  time  before  1800.  The 
Commercial  Bank,  which  began  business  in  1819,  had 
an  average  circulation  of  about  R.  16  lakhs,  but  in 
consequence  of  the  extensive  failures  in  Calcutta  in 
1828  it  contracted  its  circulation,  and  its  operations 
gradually  narrowed  until  it  closed  its  doors  in  1833 
when  the  failure  of  Messrs.  Mackintosh  and  Co.,  the 
partners  of  the  institution,  took  place.  The  Calcutta 
Bank,  established  in  1824,  had  an  average  circulation 
of  about  R.  20  lakhs.  Its  operations  as  a  bank  of 
issue  ceased  in  1829  before  the  failure  of  Messrs. 
Palmer  and  Co.,  the  founders  of  the  Bank.  In  1834 
the  Bank  of  Bengal  refused  to  receive  the  notes  of  the 
Union  Bank  (1829-1848)  or  any  of  the  new  rival 
banks  that  sprang  up.  The  notes  of  the  Union  Bank 
never  exceeded  a  few  lakhs  of  rupees. 

The  Charter  granted  to  the  Bank  of  Bengal  in 
1809  gave  the  Directors  power  to  issue  notes  of  not 
less  than  R.  10  and  not  more  than  R.  10,000.  No 
limitation  was  put  on  the  total  amount  of  issue, 
except  as  covered  by  the  two  general  limitations 
made  in  the  Charter  to  the  effect  that  (1)  the  total 
liabilities  of  the  Bank  should  not  exceed  the  Bank's 
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capital  of  R.  50  lakhs,  and  (2)  the  actual  cash  in 
hand  should  not  fall  below  one-third  of  the  outstanding 
claims  payable  on  demand.  On  the  renewal  of  the 
Charter  in  1823  the  Directors  were  given  the  power 
to  extend  the  note  issue  up  to  a  maximum  of  four 
times  the  Bank's  capital,  which  then  stood  at  half  a 
crore.  The  minimum  cash  reserve  was  reduced  to 
one-fourth  of  the  outstanding  notes.  The  Charter 
of  1839  (Act  VI.  of  that  year)  fixed  the  note  circulation 
at  two  crores  instead  of  at  four  times  the  Bank's 
capital.  This  limitation  was  of  little  importance 
because  the  circulation  seldom  exceeded  R.  160  lakhs, 
and  only  once  did  it  exceed  R.  2  crores.  In  1860,  as 
a  result  of  the  demands  on  the  Bank  for  accommo- 
dation for  the  Government  5j  per  cent  Loan  of  that 
year,  the  note  issue  rose  to  R.  275  lakhs.  Government 
passed  a  temporary  Act  to  legalise  this.  The  Bank 
agreed  to  pay  5  per  cent  per  annum  on  R.  75  lakhs, 
the  over-issue,  these  excess  notes  being  almost  entirely 
held  in  the  public  Treasury,  and  representing  really  an 
advance  from  Government  to  the  Bank. 

The  notes  of  the  Bank  of  Bengal  were  not  legal 
tender,  and  owing  to  the  fact  that  there  was  difficulty 
in  converting  the  notes  at  a  distance  from  Calcutta, 
the  circulation  was  far  from  perfect.  The  Bank 
preferred  to  devote  its  energies  to  the  profits  of  an 
internal  exchange  business  rather  than  to  the  profits 
of  an  active  note  circulation.  At  first  Government 
accepted  the  Bank's  notes  at  Calcutta,  and  afterwards 
at  treasuries  in  the  Lower  Provinces  of  Bengal.  The 
maximum  allowed  to  be  accumulated  in  treasuries 
was  a  total  of  R.  50  lakhs,  and  any  excess  over  this 
amount  was  presented  at  the  Bank  for  immediate 
payment.     In  1836  the  Bank  of  Bengal  asked  Govern- 
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ment  to  accept  its  notes  at  treasuries  in  the  North- 
western Provinces  in  connection  with  a  proposal  to 
open  a  branch  in  Allahabad.  It  would  seem,  therefore, 
that  these  regulations  as  to  the  encashment  of  notes 
were  in  force  up  to  1836,  and  were  applicable  to 
Bengal  only.  The  reply  to  this  proposal  of  the  Bank 
is  interesting.  Unless  the  Bank  made  its  own  arrange- 
ments for  cashing  the  notes  locally,  Government 
would  not  consent  to  the  proposal,  and  they  added  : 
"  The  Bank  is  no  doubt  aware  that  any  existing 
available  surplus  of  the  North-Western  Provinces  is 
drawn  down  to  Calcutta  by  bills  of  exchange  granted 
on  terms  affording  a  profit  to  the  Government." 
While  Government  was  willing  to  receive  notes  in 
a  limited  area,  they  did  not  cash  them  in  the  Lower 
Provinces  or  reissue  them  except  when  "  demanded 
by  those  willing  to  receive  them."  According  to  a 
table  ^  in  the  Report  of  the  Commission  to  inquire 
into  the  operation  of  Act  XIX.  of  1861,  the  circulation 
of  the  Bank  of  Bengal  in  March  1862  was  R.  137  lakhs, 
of  which  R.  6  lakhs  were  in  R.  10  notes,  R.  11  lakhs 
in  R.  25,  R.  14  lakhs  in  R.  50,  R.  32  lakhs  in  R.  100, 
R.  1  lakh  in  R.  250,  R.  25  lakhs  in  R.  500,  and  R.  47 
lakhs  in  R.  1000.  The  circulation  of  R.  15,  R.  16,  and 
R.  20  notes  was  very  small. 

The  Bank  of  Bombay,  established  in  1840,  had  also 
a  note  circulation  limited  by  Act  III.  of  1840  to  R.  2 
crores.  The  highest  point  of  its  issue  was  R.  128 
lakhs.  In  1843  the  Bank  of  Madras  was  allowed  by 
Act  IX.  of  that  year  to  issue  notes  up  to  a  maximum 
of  one  crore  of  rupees,  but  the  note  issue  was  always 
much  below  this  limit.     The  average  amount  of  the 

'  Report  of  the  Commission  to  inquire  into  the  Operation  of  Act  XIX. 
of  1861  (vol.  ii..  Superintendent,  Government  Printing,  Calcutta,  1867). 
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circulation   was    about  R.   17  lakhs.      The  highest 
amount  reached  was  R.  27|  lakhs  in  1860. 

Thus  we  see  that  previous  to  the  introduction  of 
a  Grovernment  Paper  Currency  the  authorised  issues 
of  the  three  Presidency  banks  were  R.  5  crores,  against 
which  one -fourth  was  to  be  held  in  specie.  The 
lowest  amount  to  which  the  issues  were  reduced  since 
the  fixing  of  these  maxima  was  about  R.  2  crores 
during  the  Mutiny.  From  March  1,  1862,  no  banks 
in  India  have  been  allowed  to  issue  notes. 


II 

The  Government  Paper  Currency 

In  1837  Mr.  J.  A.  Dorin,  C.S.  (previously  Secretary 
and  then  an  official  Director  of  the  Bank  of  Bengal), 
in  a  minute  dealing  with  a  proposed  branch  of  the 
Bank  of  Bengal  in  the  United  Provinces,  outlined  a 
system  of  circles  with  notes  encashable  at  circle  offices 
and  at  the  Bank's  head  office  in  Calcutta.  This  is, 
as  far  as  can  be  traced,  the  first  anticipation  of  the 
Government  scheme  of  1862.  It  was  clear,  however, 
in  the  'thirties  and  'forties  of  last  century,  to  those  that 
put  on  their  thinking  cap,  that  the  shamefully  belated 
task  of  a  sound  paper  currency  system  could  only 
be  undertaken  in  India  bv  Government  and  not  bv 
private  agency.  The  ideal  scheme  would,  perhaps, 
have  been  for  the  Presidency  banks  to  establish 
branches  at  several  of  the  more  considerable  towns, 
on  the  understanding  that  such  notes  should  be  made 
payable  at  those  places  of  issue.  But  as  pointed  out 
by  Mr.  C.  H.  Lushington,  Financial  Secretary,  in  a 
note  dated  February  11,  1859,  there  was  the  great, 
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if  not  the  insuperable,  obstacle  to  the  establishment 
of  such  banks  in  the  uncertainty  of  their  paying  a 
dividend  such  as  would  make  it  worth  the  while  of 
the  proprietors  to  apply  for  an  extension  of  capital. 
The  experience  of  the  Peel  Act  of  1844  in  Eng- 
land had  been  carefully  watched  by  the  responsible 
authorities  in  India.  By  1859  there  was  no  question 
of  deciding  between  a  Government  and  a  private 
paper  currency  system.  In  April  of  that  year  the 
Government  of  India  forwarded  to  the  Secretary  of 
State  the  memorandum  of  Mr.  Lushington  in  which 
a  Government  paper  currency  was  suggested.  The 
notes  were  to  be  convertible  at  a  few  large  treasuries, 
conveniently  situated  in  circles  of  country  from  300 
to  400  miles  in  diameter ;  the  lowest  denomination 
of  such  notes  was  to  be  R.  10.  Mr.  Lushington  did 
not  suggest  a  note  of  a  smaller  denomination,  because, 
on  the  analogy  of  the  £l  note,  small  notes  would  be 
expensive  and  would  drive  metallic  currency  out  of 
circulation :  "  On  the  occasion  of  panics,  the  conse- 
quences are  most  disastrous,  from  the  paper  securities 
ceasing  to  be  negotiable  and  from  the  supply  of  gold 
being  altogether  unequal  to  the  demand.  The  same 
results  would  be  likely  to  follow  the  introduction  of 
a  note  of  less  than  10  iiipees  in  this  country."  The 
Secretary  of  State  replied  that  Her  Majesty's  Govern- 
ment were  not  disposed  to  direct  the  introduction  of 
a  paper  currency  at  the  moment.  The  Secretary  of 
State,  however,  said  that  he  was  prepared  to  give  every 
encouragement  to  a  well-considered  scheme  for  the 
purpose. 

At  this  juncture,  in  the  cold  weather  of  1859, 
the  Right  Hon.  James  Wilson  arrived  in  India,  and 
the  question  of  the  introduction  of  a  paper  currency 
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was  one,  among  several  others,  of  his  great  financial 
reforms.  As  Secretary  to  the  Treasury  in  London  he 
had  occasion  to  watch  and  superintend  the  working 
of  a  paper  currency  not  only  in  the  United  Kingdom 
but  in  the  Colonies.  He  was  familiar  in  a  great  degree 
with  the  proposals  of  Liverpool,  Huskisson,  Ricardo, 
Tooke,  Peel,  and  Overstone.  He  had  also  the 
advantage  of  being  a  member  of  the  Committee  on 
Commercial  Distress  (1848),  the  Bank  Charter  Com- 
mittee of  1857,  and  of  the  Committee  of  1858.  Sir 
Charles  Wood,  the  then  Secretary  of  State  for  India, 
was  also  a  close  student  of  the  subject,  having  presided 
over  the  Committee  on  Banks  of  Issue  in  1840  and 
1841.  There  were  two  schools  of  opinion  in  England 
at  this  period — one  known  as  the  Birmingham  School, 
which  advocated  an  inconvertible  paper  currency ; 
the  other  including  an  immense  majority  of  practical 
men  who  advocated  a  paper  currency  only  on  con- 
dition of  its  being  at  all  times  convertible.  The 
former  of  these  main  schools  was  a  small  one.  Wilson 
was  a  powerful  enemy  of  this  school,  holding,  as  he 
did,  that  all  devices  for  aiding  industry  by  issuing 
inconvertible  notes  were  foolish  and  mischievous. 
Industry  could,  of  course,  only  be  aided  by  additional 
capital  in  the  form  of  new  machinery  and  raw  material. 
An  addition  to  a  paper  currency  was  in  Wilson's 
opinion  as  useless  to  aid  deficient  capital  as  it  was 
to  feed  a  hungry  population.  The  latter  school  sub- 
divided itself  into  those  who  favoured  the  currency 
principle  so  called,  and  those  who  supported  the 
banking  principle.  The  former,  which  included  Sir 
Robert  Peel,  Lord  Overstone,  Sir  Charles  Wood,  and 
Wilson's  successor,  Mr.  Laing,  held  that  to  the 
condition  of  convertibility  must  be  added  that  of 
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absolute  identity  with  the  metallic  circulation  which 
it  displaces ;  that,  in  other  words,  all  paper  issues  must 
represent  actual  coin  or  bullion  in  the  vaults  of  the 
Bank  or  Treasury,  beyond  a  fixed  issue,  strictly 
limited  within  the  bounds  to  which  experience  had 
shown  that  no  conceivable  contraction  of  the  currency 
could  approach.  The  other,  among  whom  Wilson 
was  one  of  the  most  distinguished,  held  that  this 
restriction  was  quite  unnecessary.  A  paper  currency, 
so  long  as  it  was  convertible,  could  never  be  in  excess, 
and  convertibility  could  always  be  secured  by  enacting 
that  certain  reserves  in  cash,  or  good  securities,  must 
always  be  held  against  issues,  either  by  the  banks 
which  made  these  issues,  or  by  the  State  which  might 
assume  the  functions  of  a  great  National  Bank  of  Issue. 
Wilson's  currency  scheme  for  India  was  an  attempt 
to  give  practical  effect  to  this  on  a  comprehensive 
scale.  Wilson  saw  that  an  inelastic  note  issue  such 
as  that  provided  by  the  Peel  Act  of  1844  was 
unsuitable  to  India.  As  Sir  Robert  Peel  himself 
admitted,  the  principles  and  methods  of  the  Act  of 
1844  were  in  opposition  to  "  the  high  authority  of 
Adam  Smith  and  Ricardo."  This  currency  principle 
(that  it  is  essential  that  the  notes  circulating  in  a 
country  should  always  conform  in  amount  to  the 
metallic  circulation  which  they  represent,  and  that 
while  convertibility  provides  the  means  of  taking  out 
of  circulation  a  quantity  of  paper  already  in  excess 
it  imposes  a  very  imperfect  check  on  putting  too 
much  paper  into  circulation)  is  a  doctrine  that  never 
has  and  never  can  find  general  acceptance  with 
economists.  Wilson  saw  that  convertibility  was  an 
ample  and  complete  safeguard  against  over-issue,  since 
the  mere  fact  that  notes  would  be  immediately  paid 
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on  demand  when  redundant  would  be  suflBtcient  to 
retire  them  immediately  on  their  becoming  redundant. 
Bagehot  summed  up  Wilson's  views  admirably  in  his 
Memoir  when  he  said  : 

He  concurred  in  the  aim  of  Sir  R.  Peel,  but  objected 
to  his  procedure.  He  wished  to  secure  the  convertibility  of 
the  bank-note.  He  believed  that  the  Act  of  1844  indirectly 
induced  the  Bank  Directors  to  keep  more  bullion  than  they 
would  keep  otherwise,  and  in  so  far  he  thought  it  beneficial ; 
but  he  also  thought  that  the  advantages  obtained  by  it  were 
purchased  at  a  needless  price ;  that  they  might  have  been 
obtained  much  more  cheaply ;  that  the  machinery  of  the 
Act  aggravated  every  panic  ;  that  it  tended  to  fix  the  attention 
of  the  public  on  bank-notes,  and  so  fostered  the  mischievous 
delusion  that  the  augmented  issue  of  paper  currency  would 
strengthen  industry ;  that  it  neglected  to  take  account  of 
other  forms  of  credit  which  are  equally  important  with  bank- 
notes; that  "  for  one  week  in  ten  years  " — ^the  week  of  panic — 
it  created  needless  and  intense  apprehension,  and  so  tended 
to  cause  the  ruin  of  some  solvent  commercial  men.  In  brief, 
though  he  fuUy  believed  the  professed  object  of  Sir  R.  Peel — 
the  convertibihty  of  the  bank-note — ^to  be  beneficial  and 
inestimable,  he  as  fully  believed  the  special  means  selected 
by  him  to  be  inconvenient  and  pernicious. 

We  have  quoted  Bagehot  with  the  express  purpose 
of  showing  Wilson's  large  ideas  on  paper  currency,  and 
how  India,  had  the  heavy  hand  of  death  not  fallen 
on  her  Finance  Minister  when  it  did,  might  have  been 
given  a  far  more  elastic  paper  currency  than  that 
provided  by  the  Act  of  1861.  We  have  before  us 
the  minutes  of  Wilson,  Mr.  Laing,  and  the  despatches 
that  passed  between  the  Government  of  India  and 
the  Secretary  of  State.  Wilson  recommended  the 
inauguration  of  a  system  imder  which  there  would 
be  a  large  paper  circulation  (1)  convertible  by  the 
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retaining  of  one-third  of  the  amount  in  specie,  and 
(2)  affording  to  Government  the  large  profit  of  a 
circulation  of  notes  of  legal  tender  issued  to  a  large 
degree  against  securities  bearing  interest.  Wilson's 
proposals  were : 

(1)  The  issue  of  notes  which  should  be  legal  tender. 

(2)  The  holding  of  not  less  than  one-third  of  the  reserve 
in  coin  to  secure  "the  immediate  convertibility  of  any  prob- 
able proportion  of  notes  likely  to  be  presented,"  and  to  invest 
the  remainder  in  Government  securities  to  secure  the  ultimate 
payment  of  the  whole. 

(3)  The  division  of  India  into  a  large  number  of  circles 
(forty  or  fifty,  it  is  said,  in  number).  The  notes  would  be 
payable  at  the  option  of  the  holder  either  at  the  o£B.ce  of  issue 
or  at  the  Presidency  town  of  the  Presidency  in  which  the 
circle  of  issue  was  situated. 

(4)  The  creation  of  a  large  Department  connected  with 
the  Mint  and  with  its  officers  in  every  circle.  This  Depart- 
ment would  be  entirely  dissociated  from  banks  and  from 
the  regular  executive  Government.  The  ofB.cers  were  to  be 
removable  by  the  Secretary  of  State,  and  their  duties  were 
to  be  strictly  defined  by  an  Act  of  the  Legislature. 

(5)  The  denomination  of  the  notes  were  to  be  5,  10,  20,  50, 
100,  and  500  rupees.  Wilson  suggested  E..  5  as  the  minimum, 
because  in  some  of  the  British  colonies,  e.g.  in  Newfoundland, 
Mauritius,  and  Ceylon,  and  in  some  German  States,  small 
notes  had  been  a  safe  and  convenient  circulation. 

At  the  end  of  this  minute  he  placed  on  record 
that  this  proposal  for  a  paper  currency  should  be 
considered  altogether  apart  from  and  independent  of 
the  creation  of  a  large  banking  corporation,  adequate 
to  the  requirements  of  the  trade  of  the  coimtry,  and 
through  which  all  the  business  of  Government  may 
be  transacted,  as  that  of  the  English  Government  is 
with  the  Bank  of  England.     The  creation  of  a  Govern- 
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ment  Issue  Department  was  not  to  be  considered  in 
any  way  inconsistent  with  the  establishment  of  such 
a  banking  company.  It  is  of  special  interest  to  study 
these  recommendations  in  the  light  of  subsequent 
experience,  especially  since  the  outbreak  of  war,  and 
to  imagine,  had  these  proposals  been  carried  into 
efiect,  what  would  have  been  the  extent  of  our  paper 
currency  system  to-day.  The  whole  scheme  is  on  a 
par  with  the  other  work  of  this  very  distinguished 
man — the  greatest  of  India's  Financial  Members  in 
the  nineteenth  century. 

From  what  has  already  been  said,  the  acquies- 
cence of  Sir  Charles  Wood  was  not  expected  to  be  a 
complete  acquiescence.  And  indeed  it  was  not.  In 
the  despatch  to  the  Government  of  India,  dated 
March  26,  1860,  some  troublesome  issues  were  raised. 
After  stating  the  general  concurrence  in  the  out- 
line of  the  plan  submitted,  the  despatch  laid  down 
that 

the  sound  principle  for  regulating  the  issue  of  a  paper 
circulation  is  that  which  was  enforced  on  the  Bank  of  England 
by  the  Act  of  1844,  i.e.  that  the  amount  of  notes  issued  on 
Government  securities  should  be  maiatained  at  a  fixed  sum, 
within  the  limit  of  the  smallest  amount  which  experience 
has  proved  to  be  necessary  for  the  monetary  transactions 
of  the  country  ;  and  that  any  further  amount  of  notes  should 
be  issued  on  coin  or  bullion,  and  should  vary  with  the  amount 
of  the  reserve  of  specie  in  the  bank,  according  to  the  wants 
and  demands  of  the  public.     (Para.  13.) 

The  Secretary  of  State  presumed  that  arrangements 
were  to  be  made  with  the  banks  for  the  withdrawal 
of  their  notes  from  circulation,  and  their  circulation 
might  be  taken  as  the  minimum  note  circulation 
and    notes    to    that    amount   issued,    securities    to 
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the  same  amount  being  held  by  the  Currency  Com- 
missioners. All  notes  beyond  this  amount  were  to 
be  issued  only  in  exchange  for  coin  or  bullion  held 
in  reserve  by  the  Currency  Commissioners.  Mr. 
Laing,  who  came  out  to  India  to  take  over  the 
Financial  Membership  on  Wilson's  death,  minuted 
pointedly  and  briefly  thus  : 

I  cannot  but  express  my  entire  concurrence  with  tlie 
view  of  Sir  C.  Wood.  There  is  no  such  thing  as  a  profit  in 
transactions  of  this  nature,  without  a  corresponding  risk. 
The  legitimate  function  of  a  State  is  to  provide  a  safe,  con- 
venient, and  certain  form  of  currency  ;  and  if  it  goes  beyond 
this,  and  grasps  at  the  profit  of  a  private  banker,  by  trading 
on  its  credit,  and  issuing  promises  to  pay,  in  the  hope  of  being 
able  to  redeem  those  promises  by  the  sale  of  securities,  it 
incurs  a  serious  Uability. 

Mr.  Laing  also  objected  to  a  multiplicity  of  circles, 
as  this,  he  imagined,  would  force  a  traveller  from 
Calcutta  to  Peshawar  to  change  his  notes  five  or  six 
times  in  the  journey  (probably  at  a  discount)  for 
notes  of  a  new  circle,  and  this  would  force  him  to 
continue  to  carry  a  bag  of  rupees.  Mr.  Laing,  how- 
ever, appears  to  overlook  the  advantages  of  converti- 
bility at  many  places  (treasuries)  in  everyday  or 
local  transactions,  and  prefers  to  take  as  a  criticism 
of  this  part  of  Wilson's  scheme  only  the  unhappy 
traveller  who  journeys  from,  say,  Calcutta  to 
Peshawar. 

The  Bill  of  1861,  which  became  law  as  Act  XIX.  of 
1861,  provided  for  ;  (1)  The  issue  of  a  paper  currency 
through  a  Grovernment  Department  by  means  of 
notes  payable  to  bearer  on  demand.  This  State 
paper  currency  took  the  place,  as  we  have  seen,  of 
the  issue  of  banks  with  efEect  from  March  1,  1862. 
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(2)  The  lowest  denomination  was  to  be  E.  10,  not 
R.  5  as  suggested  by  Wilson  and  the  Secretary  of  State. 

(3)  The  number  of  circles  into  which  India  was  to  be 
divided  was  three  or  more,  each  containing  one  city 
to  be  the  place  of  issue  of  the  notes  of  the  circle. 
The  Presidency  towns  were  to  be  the  places  of  issue 
of  three  of  the  circles  and  were  to  be  in  charge  of 
the  Head  Commissioner  (at  Calcutta)  and  two  Com- 
missioners (at  Madras  and  Bombay).  Deputy  Com- 
missioners were  to  be  in  charge  of  other  circles  and 
subordinate  to  the  Head  Commissioner  or  Com- 
missioner. Notes  were  to  issue  either  from  the 
headquarters  of  a  circle  or  from  an  agency  in  the 
circle,  and  were  to  be  convertible  at  either  the  office 
at  the  headquarters  of  the  circle  of  issue  or  the 
Paper  Currency  Office  at  the  Presidency  town  of  the 
Presidency  in  which  the  circle  of  issue  was  situated. 
The  notes  were  issuable  against  current  silver  coin 
of  the  Government  of  India  or  standard  silver  bullion 
or  foreign  silver  coin  at  the  rate  of  R.  979  per  1000 
tolas  of  standard  silver  fit  for  coinage.  Provision 
was  also  made  for  the  issue,  under  notification,  of 
notes  against  gold  coin  of  the  Government  of  India 
or  against  foreign  gold  coin  or  gold  bullion.  (4)  A 
reserve  of  bullion  or  coin  and  also  of  an  amount  not 
exceeding  4  crores  of  rupees  was  to  be  invested  in 
Government  securities.  An  abstract  of  the  Reserve 
was  to  be  made  up  monthly  in  Calcutta,  and  published 
as  soon  as  possible  in  the  Gazettes  of  Calcutta,  Madras, 
and  Bombay.  The  interest  on  securities  was  to  be 
credited  to  general  revenues  under  "  Profits  of  Note 
Circulation."  Notes  were  to  be  legal  tender  in  their 
circles  for  all  payments  except  by  Government  at 
offices  and  agencies  of  issue, 
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Thus  a  Government  monopoly  of  note  issue, 
avowedly  on  the  lines  of  the  English  Bank  Charter 
Act  of  1844,  was  established  in  India.  In  its  main 
features  it  remained  unaltered  for  the  long  space  of 
nearly  fifty  years.  Notes  in  the  form  of  promissory 
notes  of  the  Government  of  India,  payable  in  rupees 
to  bearer  on  demand,  were  issued,  and  a  metallic 
reserve  was  under  the  Act  of  1861  kept  against  the 
whole  of  the  notes  issued,  with  the  exception  of  such 
amount  not  exceeding  4  crores  of  rupees  as  might 
be  fixed  by  the  Governor-General  in  Council  with 
the  consent  of  the  Secretary  of  State.  This  amount 
was  to  be  invested  in  Government  securities.  Mr. 
Laing  employed  the  agency  of  the  Presidency  banks 
to  promote  the  circulation  of  the  new  paper  currency. 
He  believed  that  this  would  render  unnecessary  the 
increase  of  circles  of  issue.  Act  XIX.  of  1861  em- 
powered Government  "  to  make  such  arrangements 
with  any  persons,  banks,  or  bodies  corporate  either 
at  Calcutta,  Madras,  and  Bombay,  or  elsewhere,  as 
may  be  required  to  regulate  and  facilitate  the  issue 
and  payment  of  the  notes,"  and  to  establish  in  any 
circle  of  issue  "  agencies  of  issue  in  connection  with 
a  bank,  or  otherwise."  By  a  separate  Act  (No.  XXIV. 
of  1861)  the  Presidency  banks  were  authorised  to 
make  agreements  with  the  Secretary  of  State  "  for 
superintending,  managing,  and  becoming  agents  for 
the  issue,  payment,  and  exchange  of  promissory 
notes  of  the  Government  of  India,  and  for  the  carrying 
on  the  business  of  an  agency  of  issue."  The  Secretary 
of  State  was  not  in  love  with  the  proposal  of  making 
the  banks  currency  agents.  "  I  can  quite  under- 
stand," he  wrote  in  a  despatch  to  the  Government 
of  India  dated  May  2,  1861,  "  that  the  notes  may  be 
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more  readily  brought  into  circulation  through  the 
medium  of  bankers,  or  indeed  of  other  traders.  .  .  . 
I  object,  however,  to  any  banker  or  trader  being,  at 
any  centre  of  issue,  the  only  place  where  coin  can  be 
obtained  for  notes,  or  notes  for  coin.  Such  an 
arrangement  is  quite  inconsistent  with  the  intention 
and  scope  of  an  Act  to  provide  for  a  Government 
paper  circulation  in  India."  The  Government  of 
India,  on  the  strength  of  this  qualification  of  the 
prohibition,  decided  to  enter  into  agreements  with 
the  banks,  and  reported  to  this  effect  in  a  despatch 
to  the  Secretary  of  State  dated  February  10,  1862. 
The  Secretary  of  State  in  a  reply  dated  April  8 
objected  in  principle  to  these,  but  agreed  not  to  dis- 
turb them.  Another  explanatory  despatch  was  sent 
on  May  21,  1862,  explaining  why  the  banks  were  to 
be  remunerated  for  issuing  and  cashing  Government 
notes  at  their  head  offices  by  a  commission  of  J  per 
cent  per  annum  on  the  daily  average  amount  of 
Government  currency  notes  outstanding  and  in  circu- 
lation through  the  agency  of  banks.  In  September 
1862  the  Secretary  of  State  ordered  the  separation  of 
the  Paper  Currency  Department  from  all  connection 
with  the  banks  so  far  as  might  be  consistent  with 
actual  engagements.  He  pointed  out :  "  It  will  be 
for  the  interest  of  the  banks  to  use  the  notes  so  as 
to  dispense  with  the  encumbrance  of  large  weights  of 
silver,  and  with  that  object  to  obtain  them  from  the 
Commissioners  of  Issue  and  keep  them  in  circulation 
by  cashing  them  in  small  amounts."  Sir  Charles 
Trevelyan  (who  succeeded  Mr.  Laing)  showed  that 
it  was  contrary  to  the  interests  of  the  banks  freely 
to  cash  notes  at  their  branches.  Even  the  Calcutta 
circle  notes  were  charily  cashed  by  the  branches  of 
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the  Bank  of  Bengal,  and  were  altogether  refused  by 
the  Bank's  branches  if  apparently  employed  solely 
for  purposes  of  remittance.  The  Finance  Member 
minuted  that  this  might  be  prudent  banking,  but  it 
was  not  in  the  interests  of  the  paper  currency  that 
the  agents  should  set  the  example  of  refusing  to 
cash  Grovernment  notes.  "  The  Bank  of  Bengal  is 
obviously  acting  in  two  incompatible  functions,  and 
is  under  the  necessity  of  doing,  in  mere  self-defence 
as  banker,  what  in  its  capacity  of  agent  for  the 
Government  paper  money  does  not  admit  of  justifica- 
tion." The  outcome  of  this  was  that  new  agreements 
were,  with  the  approval  of  the  Secretary  of  State, 
entered  into  with  effect  from  January  2,  1866.  The 
banks  agreed  to  be  entirely  disassociated  from  currency 
business  in  consideration  of  receiving  f  per  cent  per 
annum  as  compensation  on  the  value  of  notes  in 
circulation  through  their  agency  at  the  time  of  the 
revision  of  the  agreements.  This  compensation  was 
to  be  paid  until  March  1,  1867,  the  date  on  which 
the  agreements  of  1862  would  have  expired. 

An  interesting  result  of  the  introduction  of  a 
Grovernment  paper  currency  was  the  use  for  resource 
purposes  of  the  Paper  Currency  Reserve.  In  a  minute 
of  December  1863  Sir  Charles  Trevelyan  wrote  : 

The  Grovernment  note  currency  was  established  merely  for 
the  purpose  of  providing  a  cheap  and  convenient  currency  ;  but 
it  has  now  become  apparent  that  it  will  also  be  of  much 
public  advantage  by  absorbing  the  redundant  specie  when 
money  is  plentiful,  and  giving  it  out  again  when  money  is 
scarce.  In  other  words,  it  will  perform  for  India,  from  several 
difierent  centres,  the  same  service  which  the  Bank  of  England 
performs  for  Western  Europe. 

;    -Sir  Henry  Maine,  the  Legislative  Member  of  Council, 
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agreed  that  the  use  of  the  Paper  Currency  Reserve^ 
for  resource  operations  was  in  no  way  illegal,  although 
the  Council  was  not  altogether  unanimous  on  the 
point. 

The  only  departure  in  the  early  history  of  the 
Grovernment  paper  currency  from  maintaining  the 
Reserve  for  the  convertibility  of  the  note  issue  was 
during  the  severe  crisis  in  Bombay  in  June  1865. 
There  was  a  run  on  the  Bank  of  Bombay,  and  Sir 
Bartle  Frere,  the  Governor  of  Bombay,  telegraphed 
to  the  Government  of  India  for  permission  to  advance 
to  the  Bank  150  lakhs  from  the  Paper  Currency 
Reserve,  if  necessary.  The  Government  of  India,  in 
view  of  the  necessity  of  averting  a  widespread  crisis, 
replied  as  follows : 

With  reference  to  your  telegram  of  yesterday,  use  your 
discretion.  You  will  be  supported.  Keep  us  informed  of 
the  progress  of  affairs. 

This  enabled  the  Bank  to  tide  over  this  crisis 
without  drawing  upon  the  Paper  Currency  Reserve, 
but  when  the  Government  of  Bombay  reported  this 
to  the  Secretary  of  State,  the  latter's  comments 
were  : 

It  is  quite  clear  that  if  any  connection  is  to  be  maintained 
in  future  between  the  Government  and  the  Bank  of  Bombay, 
effective  measures  must  be  taken  for  guarding  against  any 
similar  proceedings,  and  against  any  call  being  hereafter 
made  for  aid  from  Government.  .  .  .  The  objections  to 
using  any  portion  of  that  reserve  for  any  such  purpose  can  be 
scarcely  exaggerated.  It  would,  in  the  first  place,  be  illegal, 
and  even  if  this  were  not  the  case,  the  same  state  of  things 
which  led  to  the  pressure  on  the  Bank  might  not,  improbably, 
lead  to  a  demand  upon  the  Currency  Department  for  coin 
for  notes,  and  the  means  of  meeting  that  demand  would  have 


THE  PAPER  CURRENCY  253 

been  taken  by  the  advances  to  the  Bank.  It  is  impossible 
to  sanction  for  the  future  any  proceeding  which  might  lead 
to  such  a  result. 


Ill 

The  Paper  Currency  up  to  the  Outbreak  of  War 

The  paper  currency  expanded  slowly  on  tlie  very 
stereotyped  lines  laid  down  by  the  Act  of  1861. 
Prom  1898,  however,  when  the  Gold  Note  Act  of 
that  year  was  passed,  it  showed  welcome  signs, 
incidentally  rather  than  intentionally,  of  losing  a 
little  of  its  inelasticity.  Between  1861  and  1871  the 
only  noteworthy  change  was  an  increase  in  2  crores 
of  rupees  in  the  invested  portion  of  the  Reserve. 
After  the  long  lapse  of  nineteen  years  (i.e.  in  1890) 
the  invested  portion  was  again  increased  by  2  crores. 
In  1896,  after  an  interval  of  six  years,  this  was  raised 
by  2  crores,  in  1905  by  another  2  crores,  and  in 
1911  by  still  another  2  crores.  In  short,  the  fiduciary 
portion  of  the  Reserve  increased  in  forty  years  by  10 
crores,  while  the  gross  circidation  increased  by  45 
crores.  In  1905  the  London  branch  of  the  Reserve 
was  formed,  a  not  unimportant  fact  in  the  history  of 
paper  currency  in  India.  The  third  striking  feature 
of  the  period  is  the  steady  progress  of  the  universali- 
sation  of  the  smaller  denominations  of  notes. 

We  may  now  turn  to  details.  By  Act  III.  of 
1871  the  maximum  portion  of  the  Reserve  which 
might  be  held  in  "  securities  of  the  Grovernment  of 
India  "  was  increased  from  4  to  6  crores  of  rupees  ; 
by  Act  XV.  of  1890  it  was  raised  to  R.  8  crores ;  by 
Act  XXI.  of  1896  to  R.  10  crores;  by  Act  III.  of 
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1905  to  R.  12  crores  (of  which  R.  2  crores  might  be 
securities  of  the  United  Kingdom) ;  and  by  Act  VII. 
of  1911  to  R.  14  crores  (of  which  R.  4  crores  might  be 
securities  of  the  United  Kingdom).  This  was  the 
figure  at  which  the  invested  portion  stood  at  the 
outbreak  of  war.  Between  1865  and  1875  a  certain 
amount  of  gold  was  held  in  the  Reserve  in  India. 
In  1865  over  R.  20  lakhs  were  so  held,  but  the  figure 
dwindled  away  to  R.  220  in  the  following  year. 
Gold  has  been  continuously  held  in  the  Indian  portion 
of  the  Reserve  since  1898  and  in  the  London  branch 
since  1906.  By  Act  XX.  of  1882  the  Paper  Currency 
Act  was  extended  to  Burma,  as  that  province  had 
not  hitherto  been  included  in  the  scope  of  the  Act. 
By  Act  VIII.  of  1893  currency  notes  were  given  in 
exchange  for  gold  coin  or  bullion  to  any  amount.^ 
Until  the  passing  of  that  Act  notes  were  given  only 
against  silver.  Act  II.  of  1898,  the  Gold  Note  Act, 
which  was  designed  as  a  temporary  measure  to 
relieve  a  tight  money  market,  empowered  the  Govern- 
ment of  India  to  issue  notes  in  India  on  the  security 
of  gold  deposited  in  London.  The  Act  terminated 
on  July  21,  1900,  but  was  extended  for  another 
two  years  by  Act  VIII.  of  1900,  and  in  1902  it  proved 
so  convenient  that  it  was  placed  permanently  on  the 
Statute  Book  as  Act  IX.  of  that  year.  Act  VI.  of 
1903  declared  the  R.  5  note  to  be  legal  tender  except 
LQ  Burma,  and  authorised  its  encashment  at  any 
office  of  issue  in  British  India,  except  Burma. 
(In  1909  Act  II.  made  the  R.  5  note  a  universal 
note  in  Burma  as  well  as  in  other  parts  of  British 
India.)  Act  III.  of  1905  was  a  consolidating 
Act.     In  addition  to  its  being  a  consolidating  Act, 

1  Gold  was  not  held  under  this  Act  until  1897  (see  p.  257). 
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it  allowed  an  increase  in  the  invested  portion  and 
permitted  the  holding  of  the  Reserve  in  rupees, 
gold  coin,  bullion,  or  securities  either  in  India  or  in 
London.  Coined  rupees,  however,  were  to  be  kept 
in  India,  and  not  more  than  2  out  of  R.  12  crores 
of  the  invested  portion  of  the  Reserve  were  to  be 
securities  of  the  United  Kingdom.  Act  II.  of  1910 
repealed  Acts  III.  of  1905  and  II.  of  1909,  and  amended 
as  well  as  consolidated  the  law  on  the  paper  currency. 
A  note  of  the  value  of  5,  10,  or  50  rupees,  as  well 
as  any  other  denomination  which  the  Governor- 
Greneral  in  Council  may  by  notification  in  the  Gazette 
of  India  so  declare,  may  be  a  "universal  currency 
note,"  i.e.  such  a  note  was  encashable  at  any  office 
of  issue  and  at  the  same  time  was  legal  tender  through- 
out British  India.  The  number  of  circles  was  revised 
to  (1)  Calcutta,  (2)  Bombay,  (3)  Madras,  (4)  Rangoon, 
(5)  Karachi,  (6)  Cawnpore,  and  (7)  Lahore.  The 
holding  of  the  Reserve  and  the  publication  of  the  usual 
weekly  abstract  of  accounts  were  also  provided  for 
by  this  Act.  By  a  notification  issued  at  the  same 
time  under  the  Act  the  further  issue  of  20  rupee  notes 
was  discontinued.  In  1911  the  R.  100  currency  note  , 
was  universalised  by  notification  in  the  Gazette  of 
India.  The  following  table  summarises  in  a  con- 
venient form  the  main  facts  relating  to  the  composi- 
tion and  location  of  the  Paper  Currency  Reserve  up 
to  March  31,  1914  : 


[Table 
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Composition  and  Location  of  Papee  Cubrbncy  Eeseevb 
(In  lakhs  of  rupees.) 


Last  day  of  March. 

Total 
note 
circula- 
tion. 

Composition  and  location  of  the  Reserve. 

Silver. 

Gold. 

Securities 
(purchase  price). 

India. 

India. 

Eng- 
land. 

Total. 

India. 

Eng- 
land. 

Total. 

1862-1871  (average) 

1872-1881 

1882-1891 

1892-1901 

1902-1911 

1912  .... 

1913  .... 

1914  .... 

7,63 
11,82 
15,74 
27,29 
43,82 
61,36 
68,98 
66,12 

4,80 
5,98 
9,64 
15,74 
19,45 
15,48 
16,45 
20,53 

3 

2,32 

9,15 

23,33 

29,38 

22,44 

23 
4,02 
8,55 
9,15 
9,15 

2,55 
13,17 
31,88 
38,53 
31,59 

2,80 

6,84 

6,10 

9,00 

10,00 

10,00 

10,00 

10,00 

1,20 
4,00 
4,00 
4,00 

2,80 

5,84 

6,10 

9,00 

11,20 

14,00 

14,00 

14,00 

The  annual  statistics  from  1901  are  given  in  the 
tables  at  the  end  of  the  book.  The  composition  and 
location  of  the  Reserve  if  expressed  in  percentages 
are  as  follows : 


Peecentaqbs  op  bach  Component  op  the  Reserve  to 
Total  Note  Cibciilation 


Last  day  of  March. 

Percentage 
of  silver 
to  total 
Reserve. 

Percentage 
of  gold 
to  total 
Reserve. 

Percentage 

of  securities 

to  total 

Reserve. 

1862-1871  (average) 

63 

37 

1872-1881 

51 

49 

1882-1891 

61 

39 

1892-1901 

57 

10 

33 

1902-1911 

44 

30 

26 

1912  ... 

25 

52 

23 

1913  .       . 

24 

56 

20 

1914 

31 

48 

21 

The  gross  note  circulation  rose  from  R.  8  crores  in 
the  first  decennial  period  ending  1871  to  R.  44  crores 
in  the  period  ending  1911,  and  to  R.  66  crores  in  1914. 
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This  was  backed  partly  by  silver  and  partly  by 
securities  down  to  1897  (except  a  small  amount  of 
gold  held  in  India  between  1865  and  1875)  when  the 
amount  of  silver  was  R.  14  crores  and  securities  R. 
10  crores,  or  58  and  42  per  cent  of  the  total  reserve 
respectively.  In  1914  the  silver  portion  rose  to  R. 
20 J  crores  and  securities  to  R.  14  crores.  Silver, 
therefore,  formed  31  per  cent,  securities  21  per  cent, 
and  gold  48  per  cent  of  the  total  reserve.  From  1875 
to  1897  there  was  no  gold  in  the  reserve.  In  1898  the 
amount  of  gold  was  R.  25-|  lakhs,  or  1  per  cent  of  the 
total  reserve.  Since  then  it  has  grown  considerably, 
and  in  1914  above  R.  31|  crores  were  held  in  gold 
both  in  India  and  England. 

In  previous  chapters  we  have  dealt  with  the  use 
of  gold  in  the  Paper  Currency  Reserve  in  London  in 
connection  with  silver  purchases  and  with  the  main- 
tenance of  exchange.  We  have  also  referred  to  the 
silver  holding  in  India  as  being  a  useful  index  as  to  the 
time  for  silver  coinage.  We  need  not  go  over  again 
the  formula  by  which  Government  aimed  at  having, 
on  November  1,  24  crores  and  18  crores  on  May  1  in  a 
year  of  heavy  absorption,  and  24  crores  on  the  same 
date  in  a  normal  year.  In  the  light  of  the  percentages 
in  the  table  above.  Sir  James  Meston's  remarks  on 
the  Paper  Currency  Reserve  before  the  Chamberlain 
Commission  in  1913  are  of  interest : 

Personally  ...  I  think  we  have  been  almost  too  careful, 
and  that  there  ought  to  be  no  difficulty  in  educating  the 
public  mind  to  a  considerable  change.  If  I  may  put  it  in 
figures,  as  a  very  rough  suggestion,  I  should  be  glad  to  see 
the  reserve  held  somewhat  in  this  style  :  I  should  like  to  see 
about  40  per  cent  in  rupees  to  secure  the  prompt  converti- 
bility of  the  notes  which  are  likely  to  be  brought  in  for 

s 
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conversion.-  That  implies,  I  think,  that  the  facilities  for  con- 
version will  be  considerably  greater  than  they  are  at  present. 
I  should  like  to  see,  say,  20  per  cent  held  in  gold,  available 
for  the  prompt  purchase  of  silver  to  restore  the  rupees  in  the 
event  of  a  run  upon  them.  I  think  it  would  be  quite  sufficient 
to  have  30  per  cent  of  permanent  securities  as  an  idtimate 
reserve  against  a  very  grave  collapse  in  the  note  circulation. 
That  would  leave  10  per  cent  of  the  total  reserve,  which  I 
should  have  no  hesitation  in  leaving  free  to  the  market ;  that 
is  to  say,  ...  in  the  form  of  temporary  investments. 

The  Chamberlain  Commission  wisely  pointed  out 
that  a  more  elastic  currency  to  meet  the  expansion  in 
trade  v?as  required,  and  that  a  metalUc  backing  for  all 
notes  issued  above  a  fixed  maximum  (which  could  only 
be  altered  by  an  Act  of  the  Legislature)  was  increas- 
ingly inconvenient.  It  was  realised  that  the  Gold 
Note  Act  and  the  development  of  the  sale  of  Council 
drafts  made  it  possible  for  notes  to  be  issued  in  India 
against  money  tendered  in  London.  So  far  as  the 
Paper  Currency  System  itself  is  concerned  this 
elasticity  was  secured  only  (before  the  war)  by  the 
ear-marking  of  gold  in  London  which  was,  of  course, 
equivalent  to  the  export  of  gold  to  India  from  London. 
The  expansion  of  the  Paper  Currency  in  India  was 
thus  at  the  expense  of  the  gold  reserves  of  London, 
and  in  some  circumstances  the  resulting  stringency 
in  London  was  so  disadvantageous  to  India  as  to 
make  an  expansion  of  the  currency  by  this  means  un- 
desirable. (As  we  have  seen  in  Chapter  III.  British 
Treasury  bills  have  during  the  war  been  taken  as  the 
next  best  thing  to  gold.)  The  Commission  proceeded 
to  recommend  in  February  1914  that — 

(i.)  The  Paper  Currency  System  of  India  should  be  made 
more  elastic.     The  fiduciary  portion  of  the  note  issue  should 
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be  increased  at  once  to  R.  20  crores,  and  thereafter  fixed  at  a 
maximum  of  the  amount  of  notes  held  by  Government  in 
the  Reserve  treasuries  pltis  one-third  of  the  net  circulation, 
and  Government  should  take  power  to  make  temporary 
investments  or  loans  from  the  fiduciary  portion  within  this 
maximum  in  India  and  in  London,  as  an  alternative  to  invest- 
ment in  permanent  securities. 

In  India  the  loans  should  be  made  to  the  Presidency 
banks,  and  in  London  the  Secretary  of  State  should 
have  power  to  lend  out  sums  received  in  payment  for 
Council  drafts  sold  against  the  Currency  Reserve  in 
the  busy  season,  provided  that  the  total  of  the  cash 
portion  of  the  Paper  Currency  Reserve  does  not  fall 
below  two-thirds  of  the  net  circulation.^  It  would, 
the  Commission  believed,  be  possible  to  lend  tem- 
porarily from  the  Paper  Currency  Reserve,  especially 
during  the  busy  season,  when  a  permanent  investment 
would  be  unwise.  Government  would,  therefore, 
gain  by  a  considerable  accretion  in  interest,  while  the 
money  market  would,  by  this  temporary  expansion 
of  currency  iu  the  busy  season,  obtain  some  relief  from 
the  seasonal  stringency.  The  Government  of  India 
would  be  able,  as  the  note  circulation  increases,  to 
add  to  the  permanent  or  temporary  investments 
of  the  Reserve  without  special  legislation.  The 
Commission  also  pointed  out : 

The  power  to  make  temporary  investments  in  London 
on  account  of  the  Paper  Currency  Reserve  will  be  a  con- 
venience to  the  Secretary  of  State  in  permitting  him  to  sell 
Council  Drafts  against  the  Paper  Currency  Reserve,  in 
anticipation  of  silver  purchases  or  of  any  other  cause,  without 
the  loss  of  interest  and  other  disadvantages  which  might 
sometimes  come  about  if  he  were  compelled,  without  dis- 

^  I.e.  gross  circulation  minus  the  amount  held  in  Reserve  treasuries. 
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cretionary  power,  to  utilise  the  entire  proceeds  of  such  sales 
in  ear-marking  gold. 

(ii.)  The  use  of  notes  in  India  should  be  encouraged 
by  legitimate  means.  The  number  of  places  at  which 
notes  are  encashable  as  of  right  as  well  as  the  extra 
legal  facilities  for  encashment  should  be  increased, 
and  the  R.  500  note  should  be  universalised.  After 
experience  of  this  it  might  be  possible  to  carry  uni- 
versaUsation  still  further. 

We  do  not  think  that  the  extra  cost  of  remitting  specie 
from  place  to  place  to  provide  for  the  encashment  of  notes 
would,  except  at  the  outset,  be  appreciable,  and  we  think 
that,  in  any  case,  it  would  be  more  than  coimterbalanced 
by  the  advantage  of  an  increased  circulation  of  the  notes  as 
a  medium  of  currency. 

(iii.)  The  gold  in  the  Paper  Currency  Reserve  should 
be  used  in  normal  times  to  supply  gold  for  internal 
purposes  up  to  the  full  extent  of  the  resources  of 
the  metallic  portion  of  the  Reserve.  But  when 
exchange  falls  to  Is.  3ffd.  any  gold  in  the  Paper 
Currency  Reserve  in  India  should  be  given  out  only 
on  such  conditions  as  will  secure  its  immediate 
export.  The  gold  in  the  London  branch  of  the 
Reserve  should  be  regulated  according  to  the  size 
of  the  metallic  reserve  in  India.  When  rupees  are 
plentiful  and  the  stock  of  gold  correspondingly 
small  in  the  Indian  branch,  the  Secretary  of  State 
should  not  hold  more  than  £5,000,000  in  gold  in  the 
London  branch.  This  sum  in  a  time  of  crisis  should 
be  treated,  not  as  the  first  line  of  defence  for  the 
exchange,  but  as  a  second  line  behind  the  Gold 
Standard  Reserve,  especially  the  gold  portion  of  it. 
It  would  also  serve  with  the  sterling  securities  in 
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the  Paper  Currency  Reserve  as  a  final  resource  for 
securing  the  convertibility  of  notes  in  an  internal 
crisis  in  India.  Any  sum  over  £5,000,000  in  the 
Paper  Currency  Reserve  in  London  should  be 
temporary  only,  and  used  for  the  purchase  of  silver 
for  rupee  coinage,  the  function  of  such  additional 
gold  being  to  maintain  the  internal  currency  of  India 
and  not  to  support  exchange.  It  is  of  great  interest 
to  view  these  recommendations  in  the  light  of 
experience  gained  during  the  war.  To  this  we  shall 
now  turn. 


IV 

The  Paper  Cuerenoy  in  War  Time 

Shortly  after  the  outbreak  of  war,  as  has  been 
shown  in  Chapter  III.,  the  dislocation  of  trade  brought 
about  a  run  on  certain  currency  offices  for  the  encash- 
ment of  notes.  This,  happily,  was  only  of  temporary 
duration.  Confidence  was  restored  by  the  unrestricted 
payment  of  silver.  With  increased  facilities  for 
encashment  it  was  recognised  that  further  expansion 
of  the  note  issue  was  easily  possible.  Steps  were 
taken  in  1915  and  1916  to  secure  the  convertibility 
of  notes  not  merely  at  currency  offices  but  also  at 
district  treasuries  and  at  a  number  of  the  branches 
of  the  Presidency  banks.  The  results  exceeded 
expectation  until  the  events  of  1918  made,  owing 
to  the  shortage  of  silver,  such  widespread  converti- 
bility temporarily  impossible.  The  gross  circulation 
increased  between  March  31,  1914,  and  1919  from 
R.  66  crores  to  R.  153  crores,  an  increase  of  132  per 
cent ;   the  active   circulation   (i.e.   that  portion   of 
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the  note  circulation  held  outside  treasuries  and 
the  head  ofl&ces  of  the  Presidency  banks)  increased 
in  the  same  period  from  R.  50  crores  to  R.  134  crores, 
an  increase  of  168  per  cent.  The  experiment  of 
issuing  small  notes  for  R.  1  and  R.  2/8  was  initiated 
in  December  1917  and  January  1918  respectively. 
By  March  31,  1918,  the  value  of  1-rupee  notes  in 
circulation  was  R.  33  lakhs  and  of  R.  2/8  notes  (which 
are  less  popular)  R.  18  lakhs.  On  March  31,  1919, 
the  values  were  R.  10,51  lakhs  and  R.  1,84  laldis, 
an  increase  of  no  less  than  R.  10,18  lakhs  and  R.  1,66 
lakhs  respectively  in  one  year.  In  1918-19,  the  year 
of  the  silver  crisis,  high  prices  and  the  disappearance 
of  rupees  from  circulation  made  the  use  of  notes  for 
financing  staple  crops  like  jute  and  cotton  imperative. 
This  was,  to  speak  frankly,  hardly  voluntary ;  but 
it  was  imperative  because,  with  rupee  balances  drawn 
on  to  the  bone,  it  was  essential  to  concentrate  them 
in  the  head  currency  offices  where  the  conversion 
of  the  notes  into  rupees  is  compulsory  by  law.  The 
free  encashment  of  notes  at  district  treasuries  had 
reluctantly  to  be  withdrawn  to  a  large  degree,  and, 
in  order  to  safeguard  the  balances  at  the  currency 
offices,  the  booking  of  specie  by  rail  and  steamer 
was  prohibited,  as  was  the  sending  of  specie  by  post. 
The  large  increase  in  note  circulation,  combined 
with  the  very  abnormal  events  that  need  not  again 
be  described,  resulted  in  (1)  the  notes  changing 
hands  in  many  places  at  a  discount,  a  matter  of  great 
and  grave  concern  to  Government,  and  (2)  a  large 
demand  for  subsidiary  coinage,  which  was  admittedly 
inadequate.  The  effects  of  these  remarkable  happen- 
ings are  brought  out  in  the  summary  tables.  They 
show  perhaps  better  than  anything  else  the  abnormal 
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change  that  has  taken  place  in  our  currency  habits 
in  war  time. 

The  large  increase  in  paper  currency  was  rendered 
possible  by  several  Acts,  which  are  as  follows  : 

(In  crores  of  rupees.) 


Nature  and  value  *  of  securities 
which  may  lorm  the  Ueserve. 

Acts. 

Permanent 
Invest- 
ments. 

Permissible 
temporary 

investments 
(mainly 

British  Trea- 
sury Bills). 

Total 

(2)  and 

(3). 

1. 

2. 

3. 

4. 

Act  VII.  of  1911  (Pre-war)        .        .        . 
Act  V.      (Temporary  Amendment)  of  1915 
Act  IX.              „                    „           of  1916 
Act  XI.              „                   „           of  1917 
Act  XIX.           „                   „           of  1917 
Act  VI.               „                   „           of  1918 
Act  II.                „                    „           of  1919 

14 
14 
14 
14 
14 
14 
14 

6 
12 
36 

48 
72 
86 

14 
20 
26 
50 
62 
86 
100 

*  Purchase  price. 

These  figures  represent  the  maximum  amount  of  the 
securities  that  may  be  held  at  any  time  in  the  Reserve. 
It  should  be  noted  that  of  the  total  100  crores, 
14  crores  represent  the  permanent  pre-war  investment 
(10  crores  Government  of  India  securities  and  4 
crores  sterling  securities)  and  the  rest  (86  crores)  is 
the  permissible  specific  temporary  investment  mostly 
against  British  Treasury  bills  for  the  duration  of 
the  war  and  the  six  months  thereafter.  The  Indian 
Currency  Committee  of  1919  will  make  recommenda- 
tions on  the  question  of  the  investments  of  the 
Paper  Currency  Reserve,  and  until  these  are  received 
and  considered  by  Government,  no  permanent  changes 
in  the  paper  currency  as  a  result  of  the  war  can  be 


264      INDIAN  FINANCE  AND  BANKING     chap 

expected.  The  growth  in  the  total  note  circulation 
and  the  changes  in  the  holding  of  the  Paper  Currency 
Reserve,  as  compared  with  the  pre-war  quinquennial 
average,  are  summarised  in  the  following  table  : 


(A)    TOTAI.   ClBCULATION   AHD    THE    PaPBB   CxJEBBNCY   RESEBVE 

IN  THE  Was  Period 

(In  lakhs  of  rupees.) 


Last  day  of  March. 

Total 
note 
circula- 
tion. 

Composition  and  location  of  the  Reserve. 

Silver. 

Gold. 

Securities 
(purchase  price). 

Indii. 

India. 

Eng- 
land. 

Total. 

India. 

Eng- 
land. 

Total. 

Pre-war    quinquenmal 

average  (1910-14)    . 

War  average  (1915-19) 

1915  .... 

1916  .... 

1917  .... 

1918  .... 

1919  .... 

61,17 
93,80 
61,63 
67,73 
86,37 
99,79 
153,46 

21,59 

24,66 

32,34 

23,57* 

19,21t 

10,79 

37,39| 

18,75 
15,22 
7,64 
12,24 
12,00 
26,85 
17,37 

7,63 

5,41 

7,65 

11,92 

6,67 

67 

12 

26,38 
20,63 
15,29 
24,16 
18,67 
27,52 
17,49 

10,00 
11,22 
10,00 
10,00 
10,00 
10,00 
16,08§ 

3,20 
37,29 

4,00 
10,00 
38,49 
51,48 
82,50 

13,20 
48,51 
14,00 
20,00 
48,49 
61,48 
98,58 

♦  Includes  E.  51  laklis,  being  the  value  of  silver  bullion  held  in  England. 
t  Includes  E..  13  lakhs,  being  the  value  of  silver  bullion  held  in  England. 
t  Includes  E.  504  lakhs,  being  the  value  of  silver  bullion  held  in  the  United  States  of 
America  and  in  transit  therefrom. 

§  Includes  E.  608  lakhs  of  Indian  Treasury  bills. 


(B)  Percentages  (of  the  Total  CmcuLATioN  or  Each  Year) 


Last  day  of  March. 

Percentage  of 

silver  to  total 

Eeserve. 

Percentage  of 

gold  to  total 

Eeserve. 

Percentage  of 
securities  to 
total  Eeserve. 

Pre-war    quinquennial    aver- 
age (1910-14)       .       .       . 
War  average  (1915-19)  . 
1915 

35 

26 
52 

43 

22 
25 

22 
52 
23 

1916 

35 

36 

29 

1917 

22 

22 

56 

1918 

11 

27 

62 

1919 

24 

11 

65 
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TJbe  main  features  of  the  foregoing  tables  are  : 
(1)  The  large  growth  in  the  invested  portion  of  the 
Reserve.  This  was  rendered  possible  by  the  Acts 
referred  to  above.  Since  1918  investments  were 
made  in  Indian  Treasury  bills  in  addition  to  invest- 
ments in  rupee  paper.  Investments  in  Indian 
Treasury  bills  did  not,  of  course,  require  special 
legislation,  since  these  are  "  Government  securities." 
The  Financial  Member  of  Council,  it  will  be  re- 
membered, spoke  of  this  in  introducing  the  Financial 
Statement  for  1919-20  :  "  None  of  us  can  pretend 
to  any  affection  for  that  form  of  investment  into 
which  our  necessities  have  recently  forced  us ;  I 
mean,  the  purchase  of  our  own  Treasury  bills." 
The  invested  portion  of  the  Reserve  was  366  per  cent 
on  March  31, 1918,  above  the  pre-war  period,  and  on 
March  31,  1919,  647  per  cent.  These  percentages 
are  calculated  on  the  gross  circulation.  The  holding 
of  the  invested  portion  in  the  United  Kingdom — 
chiefly  in  British  Treasury  bills — ^is  a  war  measure, 
as  already  explained.  (2)  The  silver  portion  of  the 
Reserve  in  India  has  undergone  a  decided  change. 
On  March  31,  1916,  it  was  35  per  cent  of  the  gross 
circulation ;  on  the  corresponding  date  of  1917, 
22  per  cent ;  on  the  same  date  of  1918,  11  per  cent ; 
on  March  31,  1919,  21  per  cent.  (3)  The  holdings 
in  gold  in  London  and  in  India  have  similarly  changed 
in  a  marked  degree.  This  is  shown  by  placing  the 
figures  in  juxtaposition  thus  : 


[Table 
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Gold  in  the  Papeb  Cukkency  Rbseevb 
.     (In  lakha  of  rupees.) 


1917. 

1918. 

1919. 

In  London     . 
In  India, 

Total .       .       . 
Percentage  of  total  to 
gross  circulation 

6,67 
12,00 

67 
26,85 

12 
17,37 

18,67 
22 

27,52 

27 

17,49 
11 

During  the  year  1916-17  a  Paper  Currency  Eeserve 
Depreciation  fund  was  created  to  meet  the  deprecia- 
tion in  the  value  of  the  2j  per  cent  Consolidated 
Stock.  The  object  in  view  is  to  replace  the  entire 
holdings  of  this  stock  by  more  suitable  securities  as 
opportunity  offers.  The  fund  consists  of  allocations 
from  the  interest  received  on  Paper  Currency  invest- 
ments. The  investments  are  in  British  Treasury 
bills.  The  latest  accounts  of  this  fund  for  the  year 
ended  March  31,  1918,  were  : 

(a)  Receipts 

British  Treasury  Bills  paid  off  or  transferred  to  Paper  Currency  £ 

Eeserve 756,517 

Discount  on  British  Treasury  Bills  maturing  ....  16,062 
Amount  transferred  from  Revenue  Head  "  Paper  Currency 

Reserve  interest " 450,000 

1,222,579 
(6)  Disbursements 
Investments  in  £ 

£779,000  British  Treasury  Bills 762,028 

£308,300  Exchequer  bonds  6%  (1920) 313,650 

1,075,678 
Transfer  to  Paper  Currency  Reserve  of  loss  on  sale  of  £500,000 

Consols 146,891 

*  1,222,569 
*  Home  Accounts  for  1917-18. 

There  is  as  yet  no  depreciation  fund  for  Indian 
Government  securities  in  the  Paper  Currency  Reserve. 
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The  investments  on  March  31,  1919,  (1)  in  London 
and  (2)  in  India  will  be  found  in  the  following  table : 

Amotjnt  or  Secukities  held  on  March  31,  1919 


Amount. 

Cost  price. 

Amount. 

Cost  price. 

In  England. 
2J%  consolidated  stock 
British  Treasury  Bills    . 

Total  . 

In  India. 
3i%  loan  of  1842-43     . 
3%  loan  of  1896-97        . 
Indian  Treasury  Bills    . 

Grand  Total      . 

£ 

1,000,000 

65,066,000 

£         «.    d. 

852,396  10  10 

54,146,557  17  11 

E. 
1,50,00,000 
82,59,90,000 

E. 

1,27,85,933 

81,21,98,369 

56,066,000 

54,998,953    8    9 

84,09,90,000 

8,15,95,000 
2,04,86,500 
6,40,00,000 

82,49,84,302 

8,00,00,000 
1,99,99,945 
6,08,00,000 

56,066,000 

64,998,953    8    9 

1,00,70,71,500 

98,67,84,247 

Of  R.  99  crores  invested  R.  83  crores  were  in  British 
Treasury  bills  and  2J  per  cent  consolidated  stock, 
and  the  remainder  in  Indian  securities.  In  addition 
to  R.  10  crores  in  3 J  and  3  per  cent  stock,  there  was 
also  an  investment  of  R.  6  crores  in  Indian  Treasury 
bills.  The  latest  available  statistics  regarding  the 
annual  receipts  of  the  Paper  Currency  Department 
show  R.  183  lakhs,  excluding  R.  67 J  lakhs  transferred 
to  the  Depreciation  fund  above.  The  total  charges 
were  R.  30  lakhs,  leaving  a  net  profit  to  Indian 
revenues  of  R.  153  lakhs,  or  over  £1,000,000  sterling. 
Since  the  war  there  has  been  a  considerable  change 
in  the  circulation  of  certain  denominations  of  notes. 
The  five,  ten,  and  one  hundred  rupee  notes  have 
become  increasingly  popular,  while  notes  of  higher 
denominations,  especially  the  R.  10,000  note,  have 
been  less  popular.  R.  10  and  R.  100  notes  account 
for  about  60  per  cent  of  the  circulation  as  against 
60   per   cent  in   the   pre-war    quinquennial  period. 
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The  details  will  be  found  in  the  appended  table,  No.  18, 
on  page  464. 

The  lamp  of  experience  has  thrown  new  light  on 
the  workings  of  our  paper  currency,  especially  since 
1914.  The  problems  before  the  Indian  Currency 
Committee  of  1919  are  more  complex  than  those  which 
faced  the  Chamberlain  Commission  of  1913.  The 
main  question  is  how  to  make  the  paper  currency 
system  more  elastic  while  yet  freeing  it  from  the 
anxieties  experienced  in  1918.  This  raises  the  thorny 
questions  regarding  (1)  the  strength  of  rupee  reserves 
in  the  Paper  Currency  Reserve  in  India,  (2)  the  amount 
of  gold  that  may  safely  be  held  in  both  branches,  and 
(3)  the  extent  and  nature  of  the  invested  portion  of 
the  Reserve.  There  is  also  the  important  question 
of  increased  opportunities  for  convertibility,  and  the 
feasibility  of  having  more  places  where  the  notes  can 
be  converted  into  rupees  and  vice  versa,  a  point  which 
had  received  great  attention  from  Wilson  in  1859-60 
and  more  recently  from  the  Government  of  India. 
Our  system,  too,  lacks  one  of  the  essential  features  of 
the  very  successful  working  of  the  Federal  Reserve 
system  in  the  United  States'  short  temporary  invest- 
ments. We  may  cite,  for  example,  the  issue  of 
Federal  Reserve  Notes  to  the  American  banks  on  the 
security  of  commercial  trade  bills  as  distinct  from 
"  floaters  "  or  accommodation  bills.  These  trade  bills 
are  drawn  against  actual  goods  which  are  marketed 
in  due  course.  When  payment  is  received  for  the 
goods,  the  bills  are  quickly  retired.  Since  the  bills 
are  themselves  redeemed  in  notes,  the  concomitant 
of  the  self-liquidating  bill  in  this  system,  as  has  been 
said,  is  the  self-retiring  note.  No  inflation,  therefore, 
of  the  currency  is  involved.    We  mention  this  because 
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it  shows  the  elasticity  of  the  progressive  American 
system,  and  its  adoption  in  India  is  worthy  of  careful 
consideration.  The  main  point  is  that,  although  the 
working  of  our  paper  currency  system  is  automatic, 
it  is,  owing  to  the  influence  of  the  English  Bank 
Charter  Act  of  1844  on  our  legislation  of  1861,  not 
quite  so  elastic  as  our  bankers  and  the  Chamberlain 
Commission  would  like  it  to  be.  In  view  of  the  great 
increase  in  trade,  especially  in  the  busy  season  when 
recurring  stringency  is  very  clearly  felt  in  the  money 
markets  of  the  Presidency  towns,  a  less  inelastic 
system  of  paper  currency  appears  to  be  desirable. 


CHAPTER  IX 

THE   GOLD   STANDARD   RESERVE 
I 

The  Raison  d'etre  op  the  Reserve 

The  Gold  Standard  Reserve  is  intended  to  ensure 
that  the  value  of  the  rupee  does  not  fall  below  what 
is  known  as  specie  point.  The  theory  is  that  when, 
owing  to  an  adverse  balance  of  trade,  the  exchange 
value  of  the  rupee  threatens  to  fall,  the  Secretary  of 
State  can  for  a  time  stop  his  sales  of  Council  drafts 
on  India,  and  can  replenish  his  Home  Exchequer  by 
drawing  on  this  reserve.  The  Government  of  India 
similarly  may  support  exchange  by  selling  gold  bills 
on  the  Secretary  of  State  (which  are  met  from  the 
Reserve)  and  by  withdrawing  rupees,  the  proceeds 
of  these  bills,  from  circulation.  The  Gold  Standard 
Reserve  is  required  not  only  to  meet  the  "  Home 
charges  "  of  the  Government  of  India  when  an  adverse 
rate  of  exchange  prevents  the  free  sale  of  Council 
drafts,  but  also  to  liquidate  an  unfavourable  balance 
of  trade  to  the  extent  necessary  to  prevent  exchange 
from  falling  below  specie  point.  The  Reserve  is  not, 
of  course,  required  to  provide  for  the  conversion  into 
sovereigns  of  all  the  rupees  in  circulation,  but  only 
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those  seeking  export  or  conversion  into  sterling  at 
any  particular  time  to  settle  debts  due  in  sterling. 
Before  the  rise  in  exchange  in  November  1918  the 
lower  specie  or  gold  point  was  Is.  3ffd.  This  rate 
was  altered  to  Is.  Q^-^d.  in  November  1918,  and  to 
Is.  7-|id.^  in  May  1919.  The  rates  for  reverse  "im- 
mediates  "were  in  August  1914,1s.  3^d.  and  Is.  3|^d. ; 
in  November  1918,  Is.  5fid.  ;  and  in  May  1919, 
Is.  7||d. 

The  Gold  Standard  Reserve  was  thus  designed  to 
prevent  a  fall  in  exchange,  and  not  a  rise  such  as 
has  occurred  since  1917.  That  rise  was  not  dreamt 
of  either  by  Government  or  by  the  Chamberlain 
Commission,  and  it  could  not  have  been  anticipated. 


II 

The  Amount  of  the  Reserve 

The  Gold  Standard  Reserve  is  built  up  out  of  the 
profits  of  coinage  and  the  interest  on  the  securities 
invested  in  the  Reserve.  Since  1915  the  profit  or  loss 
arising  from  the  remittance  of  the  funds  for  the  Gold 
Standard  Reserve  has  also  been  credited  or  debited 
to  the  Reserve. 

We  do  not  propose  again  to  review  its  history, 
such  as  the  suggestion  of  Lords  Farrer  and  Welby  in 
a  minute  appended  to  the  Herschell  Report  of  1893 
regarding  a  reserve  of  gold  to  secure  the  converti- 
bility of  the  rupee  currency,^  the  Fowler  Committee's 

1  These  rates  have  subsequently  been  altered  with  effect  from  August 
12,  1919,  as  follows :  Sterling  bills  on  London,  should  demand  for 
these  arise,  will  be  sold  by  the  Government  of  India  at  Is.  9j|d.  for 
immediate  and  Is.  9fjd.  for  deferred  telegraphic  transfers. 

2  Para.  15,  Herschell  Committee,  C.  7060,  1893. 
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suggestion  in  paragraph.  59  of  their  Report/  the  minute 
of  Sir  Edward  Law,  and  the  growth  of  the  Reserve 
as  illustrated  in  the  published  despatches  from  1900. 
These  matters  have  been  touched  on  in  previous 
chapters. 

The  amount  to  be  held  as  the  Reserve  depends 
upon  the  growth  of  India's  trade  and  the  extent  of 
an  unfavourable  trade  balance  which  has  to  be 
liquidated  in  adverse  circumstances.  This,  however, 
cannot  be  definitely  fixed,  not  even  in  the  light  of  the 
crisis  of  1907-8.  "  As  trade  expands  and  wealth 
increases  in  India,  imports  will  expand  as  well  as 
exports.  But  the  larger  the  total  volume  of  the  trade 
is,  the  larger  is  the  amount  (though  not  necessarily 
or  even  probably  the  proportion)  of  the  possible 
variation  from  year  to  year  in  the  net  balance  in 
favour  of  or  against  India.  If  the  habit  of  private 
investment  in  sterling  securities  were  to  assume 
Considerable  proportions,  and  if  India  had  already 
invested  largely  in  such  securities,  the  consequent 
possession  of  large  sterling  assets  by  the  public  in 
India  would  in  itself  act  as  a  reserve  for  the  support 
of  excbange."  ^  In  the  crisis  of  1907-8,  which  was 
undoubtedly  severe,  the  issue  of  £18,000,000  in  gold 
and  sterling  assets  in  London  and  India  combined, 
righted  matters  until  the  balance  restored  itself.  This 
amount,  however,  cannot  be  regarded  as  the  maximum 
demand  likely  to  be  made  on  the  Reserve.  A  second 
failure  of  the  monsoon  in  the  succeeding  year  would 
have  been  an  added  strain.  No  limit,  therefore,  can 
be  placed  on  the  amount  to  which  the  Gold  Standard 
Reserve  should  be  accumulated. 

1  p.  17,  C.  9390,  1899. 
2  Para.  81,  Chamberlain  Commission  Report,  Cd.  7236,  1914. 
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The  Chamberlain  Commission  made  three  recom- 
mendations on  the  strength  of  the  Gold  Standard 
Reserve  : 

(i.)  No  hypothetical  limit  beyond  which  additions 
to  the  Gold  Standard  Reserve  should  cease  can  be 
fixed; 

(ii.)  The  gold  ear-marked  in  the  London  branch  of 
the  Paper  Currency  Reserve  should  only  be  used  in 
support  of  exchange  when  the  Gold  Standard  Reserve 
is  inadequate  to  support  the  burden  itself  ;  and 

(iii.)  The  entire  profits  of  the  silver  coinage,  together 
with  any  interest  accruing  from  investments  or  loans 
made  from  the  Gold  Standard  Reserve,  should  for  the 
present  be  credited  exclusively  to  the  Reserve  (and 
not  diverted  as  in  1907)  imtil  further  experience  shows 
what  the  calls  are  likely  to  be  on  the  Reserve. 


Ill 

The  Composition  of  the  Reserve 

The  view  of  the  Government  of  India  in  regard  to 
the  composition  of  the  Gold  Standard  Reserve  has 
consistently  been  that  the  Reserve  should  to  a  large 
extent  be  kept  in  sovereigns,  stored  away  until 
required  to  support  exchange.  In  other  words,  the 
ideal  is  to  maintain  exchange  by  withdrawing  in  the 
first  place  Indian  "ear-marked"  gold  from  the  vaults 
in  the  Bank  of  England,  and  by  adding  it  to  the 
amount  of  gold  at  the  disposal  of  Lombard  Street. 
When  securities  alone  are  held  in  the  Reserve  and 
realised,  there  is,  ceteris  paribus,  simply  a  transfer  of 
gold  or  credit  from  one  party  to  another  in  the  city, 
and  this  does  not  in  any  way  increase  the  supply  of 
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gold  in  the  London  market.  A  straining  after  interest 
has  its  obvious  dangers.  The  realisation,  for  example, 
of  a  large  bundle  of  securities  may  involve  not  merely 
a  loss  in  capital  value  on  their  enforced  realisation, 
but  also  an  aggravation  of  a  crisis  which  might  in  turn 
lead  to  further  difficulties,  the  result  being  wholly 
prejudicial  to  India's  interests  as  a  borrower  in  the 
London  money  market.  The  Chamberlain  Commis- 
sion rightly  concluded  that 

the  realisation  in  a  crisis  of  securities  in  large  quantities, 
and  even  the  calling  in  of  sums  lent  out  at  short  notice,  are 
likely  to  cause  some  stringency  in  the  London  market,  and  if 
the  exchange  crisis  in  India  which  makes  such  realisation 
necessary  is  accompanied  or  directly  caused  by  a  financial 
crisis  in  London  or  reacting  upon  London,  as  is  very  probable, 
the  difficulty  of  realisation  may  be  accentuated,  and  the 
possibiUty  of  loss  to  India  cannot  be  ignored.  India  should, 
in  this  respect,  be  as  far  as  possible  independent  of  London. 
Just  as  London  must  look  to  its  own  resources  in  such  a  crisis, 
and  does  not  and  cannot  count  on  help  from  Indian  reserves, 
so  India  should  be  in  a  position  to  defend  its  own  financial 
position  without  undue  recourse  to  the  gold  reserves  of 
London.  The  Gold  Standard  Eeserve  is  built  up  out  of  the 
fruits  of  the  economy  of  gold.  It  is  a  necessary  condition 
of  such  economy  that  an  adequate  reserve  should  be  held 
against  an  exchange  crisis,  and  it  is  right  that  such  reserve 
should  be  sufficient  in  itself  to  meet  the  crisis  and  should  not 
be  dependent  on  conditions  which  India  cannot  control  or  on 
resources  accumulated  by  another  coimtry  to  meet  its  own 
liabiUties. 

The  Commission  after  full  consideration  of  the  waste- 
fulness of  keeping  too  much  liquid  gold,  and  after 
considering  all  issues  in  the  problem,  clearly,  em- 
phatically, and  authoritatively  laid  it  down  that  the 
actual  gold  should  be  at  once  raised  to  £15,000,000, 
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and  thereafter  the  authorities  should  aim  at  keeping 
one  half  of  the  total  Reserve  in  actual  gold. 

It  has  not  yet  been  possible  to  give  effect  to  the 
more  important  of  these  recommendations  in  view 
of  the  disturbance  of  financial  conditions  caused  by 
the  war,  as  will  be  seen  in  the  following  table.  The 
table  has  been  constructed  to  show  the  effects  of  the 
war  on  the  Gold  Standard  Reserve  at  the  end  of  each 
year  (March  31). 

The  Gold  Standabd  Rbsbeve 
(£  millions.) 


1914.» 

1915. 

1916. 

1917. 

1918. 

1919. 

Gold — (1)  in  London     . 

4 

1 

(2)  in  India. 
Total    . 

5 

1 

•■ 

4 

6 

1 

Percentage  of  gold  to  total 

Reserve       .... 

16 

24 

3 

.. 

Cash  at  short  notice 

.. 

6 

6 

6 

6 

Securities  t      .... 

17 

12 

16 

25 

28 

30 

Coined  rupees  in  India  . 

4 

Temporary  loan  to  Treasury 

balances — India . 
Total    . 

•■ 

7 

4 

25 

25 

26 

32 

34 

36 

♦  Pre-war  year. 

t  The  market  value  of  the  securities  is  shown.    The  securities  of  the  Sold  Standard 
Beserve  are  valued  half-yearly  on  March  31  and  September  30. 


The  increase  in  the  total  holding  of  the  Reserve  is  due 
mainly  to  the  large  amount  of  fresh  coinage  that  has 
been  undertaken  since  June  1916.  The  statistics  of 
the  holdings  year  by  year  from  1901  will  be  found  in 
Table  19  on  page  465. 

The  Commission's  recommendations  would  have 
resulted  in  a  change  in  the  composition  of  the  Gold 
Standard  Reserve  as  follows  : 
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Gold  Standabd  BESBavE 
(£  millions.) 


Actuals. 

As  recommended  by 
the  Commission. 

1914.' 

1919. 

1914. 

1919. 

Gold — (1)  in  London 

(2)  in  India  .... 
Percentage  of  gold  to  total  Reserve 
Cash  at  short  notice 

Securities 

Coined  rupees  in  India  . 

Total       .... 

4 

16 

17 
4 

6 
30 

15 
60 
10 

18 

50 

6 

12 

25 

36 

25 

36 

•  Pre-war  year. 

The  views  of  the  Government  of  India,  as  stated  by 
Sic  James  Meston  before  the  Chamberlain  Commission, 
were  that  the  amount  of  liquid  gold  to  be  aimed  at 
should  be  such  that  immediately  on  a  crisis  in  exchange 
it  should  be  possible  to  release  from  the  Reserve 
substantial  and  imposing  amounts  of  actual  gold  at 
the  same  time  as  the  silver  currency  is  being  con- 
tracted in  India.  A  large  hidden  reservoir,^  in  short, 
of  gold  belonging  to  the  Gold  Standard  Reserve  would 
thus  be  opened  when  a  crisis  occurred. 

The  holding  of  silver  in  the  Gold  Standard  Reserve 
gave  rise  to  much  criticism.  It  was  not  understood 
by  the  man  in  the  street  why  a  large  holding  of  silver 
should  be  held  in  a  Gold  Standard  Reserve.  The 
Government  of  India  held  this  sum  because  this 
emphasised  the  fact  that  a  reserve  of  six  crores  was 
required  to  make  up  the  difference  between  the  slack 
season  balances  and  those  of  the  busy  season ;  the 
depletion,  moreover,  of  the  Reserve  was  a  warning 

1  "  Ear-marked "  gold  at  the  Bank  of  England  belonging  to  India  is 
simply  warehoused  there  and  does  not,  therefore,  appear  in  the  Bank's 
weekly  statement  of  gold  holdings. 
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of  the  necessity  of  fresh  coinage.  The  Chamberlain 
Commission  were  of  opinion  that  this  silver  holding 
in  the  Gold  Standard  Reserve  led  to  confusion  and 
doubt  as  to  the  efficiency  of  the  Reserve.  They, 
therefore,  recommended  the  transfer  of  R.  6  crores  of 
silver  to  the  Paper  Currency  Reserve  in  exchange  of 
£4,000,000  in  gold.  This  was  given  effect  to  iu  August 
1915. 

On  March  31,  1918,  the  total  profit  on  coiaage 
since  1900  was  £28,843,592,  the  interest  and  discount 
£8,074,195,  and  the  profit  by  exchange  £194,916,  a 
total  of  £37,112,703.  Of  this  sum  £1,123,655  has  been 
used  for  capital  expenditure  on  railways ;  the  re- 
mainder has  been  credited  to  the  Reserve.  The  total 
interest  and  discount  including  the  profit  on  exchange 
up  to  March  31,  1918,  were  £8,269,111,  and  the  total 
losses  through  depreciation,  sale,  and  redemption  of 
securities,  etc.,  were  £1,535,606.  There  was  thus  a 
net  profit  on  investments  up  to  March  31,  1918,  of 
£6,733,505. 

IV 

The  Location  of  the  Gold  Standard  Reserve 

It  was  stated  above  that  the  two  purposes  of  the 
Gold  Standard  Reserve  were  (1)  the  payment,  when 
necessary,  of  Home  charges,  and  (2)  the  liquidation 
of  an  adverse  balance  of  trade  to  prevent  exchange 
falling  below  specie  point.  Payment  for  the  first 
of  these  must  be  made  in  London.  Payments  due 
by  India  to  other  countries  in  connection  with  trade 
balances  are  regularly  settled  through  London,  the 
clearing-house  of  the  world.    If  the  Reserve  were 


278      INDIAN  FINANCE  AND  BANKING     chap. 

kept  in  India  it  would  have  to  be  shipped  to  London 
to  be  used,  and  this  even  in  pre-war  days  meant  a 
delay  of  about  three  weeks,  which  in  a  crisis  might 
be  a  great  disadvantage.  Moreover,  special  pre- 
cautions would  be  necessary  to  see  that  gold  in  the 
Reserve  in  India  was  actually  used  for  exchange. 
There  are,  however,  not  a  few  who  think  that  the 
greater  part  of  the  Reserve  should  be  in  India  under 
the  lock  and  key  of  Government,  a  sufl&cient  sum  only 
being  kept  in  London  to  meet  all  possible  exchange 
difficulties  that  are  likely  to  occur  until  Indian 
shipments  of  gold  and  securities  had  time  to  arrive 
in  London.  The  Gold  Standard  Reserve  should  in 
their  opinion  be  mainly  held  in  the  Mint  and  Treasury 
in  Bombay  or  Calcutta.  A  resolution  in  favour  of 
holding  a  substantial  part  of  the  Reserve  in  gold  in 
India  was  brought  before  the  Imperial  Legislative 
Coimcil  in  March  1912  and  received  considerable 
support.  A  question  as  to  whether  the  Gold  Standard 
Reserve  should  not  be  kept  in  India,  and  as  to  the 
form  in  which  it  should  be  kept,  formed  part  of  a 
question  in  the  same  Council  in  March  1919.  The 
reason  for  changing  the  location  from  London  to 
India  is  to  a  considerable  extent  a  sentimental  one. 
It  is  also  thought  that  the  presence  of  a  strong 
reserve  of  the  yellow  metal  would  give  to  the  Indian 
money  markets  of  Calcutta  and  Bombay  unusual 
confidence  in  a  time  of  falling  exchange.  Its  presence, 
we  are  told,  would  be  nothing  but  good.  This  view 
tends  to  underestimate  the  importance  of  having 
the  Reserve  mobilised  ready  for  use  in  the  one  place 
where  it  is  required.  It  also  tends  to  obscure  the 
fact  that  India's  interests  in  the  City  of  London  are 
jealously  guarded  by  her  masterly  financiers  in  the 
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India  Office.  All  things  considered,  the  location  of 
the  Gold  Standard  Reserve  is  not  of  very  high 
importance,  and  is  subsidiary  to  the  main  question — 
a  large  holding  in  liquid  gold. 


A  Statutory  Reserve 

It  has  sometimes  been  suggested  that  the  nature, 
objects,  and  management  of  the  Gold  Standard 
Reserve  should  be  defined  by  statute.  The  question 
was  carefully  considered  by  the  Chamberlain  Commis- 
sion. The  main  advantage  is  that  the  funds  of  the 
Gold  Standard  Reserve  would  be  protected  by  law 
against  such  inroads  as  advised  by  the  Committee 
of  1907.  Freedom  of  action,  on  the  other  hand,  in 
a  crisis  would  be  denied  to  Government  and  future 
improvements  might  be  hampered.  The  prudent 
course  was  adopted  by  the  Chamberlain  Comnoission 
to  leave  matters  as  they  are  in  regard  to  the  stereo- 
tjrpuig  of  the  Reserve  by  statute  in  the  present  stage 
of  the  Reserve's  development.  If  statutory  enact- 
ment, however,  would  result  in  the  compulsory 
holding  of  a  considerable  amount  of  liquid  gold 
ready  for  any  crisis  in  exchange  (which  war-time 
experience  has  shown  to  be  essential),  and  if  it  did  not 
crystallise  what  is  sometimes  regarded  in  India  as 
heresy  in  the  composition  of  the  Gold  Standard 
Reserve,  the  question  of  a  statutory  Reserve  should 
be  reopened  and  carefully  reconsidered. 


CHAPTER  X 

A  GOLD  CURRENCY  AND  A  GOLD  MINT 
I 

The  Use  op  Gold  in  India 

The  gold  which.  India  anniially  imports  in  part 
payment  for  her  exports  is  not  used  on  an  extensive 
scale  for  internal  circulation,  and  it  is  not  kept 
in  bank  reserves  and  mobilised  for  credit  and  exchange 
purposes.  It  is  therefore  not  employed  as  it  is  by 
the  more  progressive  countries  in  the  promotion  of 
industries  and  commerce.  It  is  used  for  conversion 
into  ornaments  and  for  similar  purposes ;  it  is  also 
hoarded.  The  statistics  of  gold  absorption,  set  out  in 
Chapter  I.,  are  an  interesting,  if  not  a  sad,  illustration 
of  this  well-known  fact.  The  average  net  imports 
of  gold  (imports  minus  exports)  during  the  five  pre- 
war years  were,  as  we  have  seen,  £19,000,000  sterling 
annually,  of  which  £12,000,000  were  in  the  form 
of  sovereigns,  the  remainder  being  in  the  form  of 
bullion  and  coined  gold  other  than  sovereigns  and 
half-sovereigns.  In  war  time  the  average  annual 
imports  for  the  five  years  ending  March  31,  1919, 
were  £5,000,000,  of  which  £2,000,000  only  were  in 
sovereigns.     These    imports,    however,    were    under 
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very  exceptional  conditions  —  war  and  not  peace 
conditions,  when  our  customers  were  clinging  to 
gold  already  centralised  with  a  tenacity  hitherto 
undreamt  of.  This  explains  why  sovereigns  were 
in  1919  selling  in  the  bazaar  at  or  near  R.  19  at  a  time 
when  exchange  was  at  Is.  8d.  per  rupee,  i.e.  R.  12 
to  the  £l.  Sovereigns  were  simply  commodities  and 
not  in  any  way  currency.  Since  1835-36,  the  first 
year  when  reliable  statistics  of  treasure  are  available, 
the  net  imports  up  to  March  31 , 1 91 9,  were  £31 6,000,000, 
of  which  57  per  cent,  a  surprisingly  high  percentage, 
has  been  imported  since  the  closing  of  the  mints 
to  the  free  coinage  of  silver  in  1893,  and  53  per  cent 
since  1900.  A  careful  examination  of  all  available 
data  (import  and  export  statistics,  and  production 
including  world  production)  leads  us  to  estimate 
the  total  stock  of  gold  in  India  to-day  at  £372,000,000.^ 
In  1835  the  stock  was  £56,000,000,  at  the  closing  of 
the  mints  £193,000,000,  twenty  years  ago  £200,000,000, 
and  ten  years  ago  £252,000,000.  In  recent  years, 
therefore,  gold  has  been  imported  and  added  to  the 
general  stock  in  greatly  increased  quantities.  These 
imports  of  gold  have  been  accompanied  by  equally 
large  imports  of  silver.  As  every  one  knows,  the  silver 
rupee  has  been  and  will  continue  to  be  to  the  bulk 
of  the  population  the  coin  par  excellence  both  as  a 
circulating  medium  and  as  a  convenient  store  of 
value.  Since  1835,  it  is  of  interest  to  note,  our  net 
imports  of  silver  have  been  2,903,000,000  ounces,  or 
35  per  cent  of  the  world's  production,  and  the  total 
stock  of  silver  in  India  to-day  may  be  estimated  at 

^  Mr.  P.  C.  Harrison  made  in  1893  an  estimate  of  the  stock  of  gold 
working  on  a  somewhat  similar  method.  His  estimate  was  £180,000,000. 
Since  that  date  there  were  net  imports  of  £181,000,000  of  gold  by  sea  into 
India,  thus  making  a  total  on  March  31, 1919,  on  his  method  of  £361,000,000. 
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3,729,000,000  ounces,  or  28  per  cent  of  the  production 
of  the  Vorld's  mines.  Until  there  are  more  banks 
scattered  up  and  down  the  country-side,  more  and 
better  education,^  a  still  more  developed  system  of 
communications,  this  absorption  of  gold  as  well  as 
of  silver  is  likely  to  continue.  We  are  sometimes 
asked  to  believe  that  the  introduction  of  a  gold 
currency,  even  in  a  mild  luxurious  way,  and  a  gold 
mint  would  mysteriously  and  happily  cure  this 
malady  of  ours.  These  two  proposals  are  separate 
proposals,  with  each  of  which  it  is  preferable  to  deal 
below. 


II       . 

A  Gold  Currency 

The  question  of  a  gold  currency  in  extensive  use 
narrows  itself  down  to  a  very  simple  question — ^Would 
a  gold  currency  remedy  or  assist  in  remedying  the 
state  of  afiairs  just  described  ?  Would,  in  short, 
a  gold  currency  be  conducive  to  India's  interests  ? 

It  is  said  that  with  an  extensive  use  of  gold  as  a 
circulating  medium  gold  would  come  out  from  its 
peaceful  resting-place  and  be  put  to  productive 
uses ;  it  would  become  a  circulating  medium  of 
great  eflEiciency ;  and  above  all  it  would  be  a  prop 
of  undoubted  strength  in  a  time  of  crisis,  since  it 
would  be  a  means  of  support  to  exchange.  An 
extensive  use  of  the  gold  that  is  in  circulation, 
currency  history  teaches  us,  will  not  bring  it  out  into 
circulation  when  required  to  support  a  falling  exchange. 
The  attempts  made  between  1900  and  1914  in  various 

^  Vide  also  Chapter  I. 
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parts  of  India  tend  to  support  the  experience  of 
other  countries.  In  fact,  the  reverse  has  been  the 
case.  "  Every  step,"  as  the  Chamberlain  Commission 
puts  it,  "in  the  direction  of  popularising  gold  makes 
it  more  likely  that  people  will  cling  to  the  gold  they 
have,  and  seek  to  obtain  what  additional  gold  they  can, 
on  any  occasion  of  crisis  or  general  want  of  con- 
fidence." As  a  circulating  medium  of  great  efficiency 
for  internal  payments  gold  is  certainly  so  for  large 
payments,  always  provided  that  these  payments 
cannot  be  made  in  cheques  or  notes.  For  the  every- 
day transactions  of  the  coimtry  (which  are  of  small 
amounts)  rupees  wiU  be  required.  As  a  support  to 
a  weakening  exchange  gold  in  circulation  will  not 
seek  export,  but  it  is  rupees  that  do  so.  This  was 
carefully  examined  by  the  Chamberlain  Commission, 
who  authoritatively  reported  in  this  connection  that 
"It  is  a  mistake  to  believe  that  to  have  10  or  20 
per  cent  of  the  total  active  circulation  in  the  form 
of  gold  means  10  or  20  per  cent  of  the  advantages, 
such  as  they  are,  of  having  nothing  but  gold  in 
circulation.  During  the  crisis  of  1907-8,  while 
£4,179,000  in  gold  was  withdrawn  by  the  pubHc 
from  the  Paper  Currency  Reserve,  only  £250,000 
was  exported  on  private  account.  We  do  not  beHeve, 
therefore,  that  the  circulation  of  gold  on  a  moderate 
scale  only  would  materially  reduce  the  liabilities 
which  Government  ought  to  be  prepared  to  meet." 
If  the  circulation  of  gold  were  on  an  extensive  scale 
this  will  be  at  the  expense  of  the  Gold  Standard  and 
Paper  Currency  Reserves.  This  will,  therefore,  make 
less  gold  available  for  exchange  when  a  crisis  or 
general  lack  of  confidence  occurs.  If  the  gold  takes 
the  place  of  new  rupees  (which  it  would  otherwise 


284      INDIAN  FINANCE  AND  BANKING     chap. 

be  necessary  to  mint)  the  Gold  Standard  Reserve  is 
diminished  by  the  amount  that  would  have  been  added 
to  that  Reserve  as  profit  on  coinage  had  the  rupees 
been  minted.  Except  for  accretions  from  interest 
this  line  of  action  would  stop  the  natural  growth 
of  the  Gold  Standard  Reserve.  If  gold  in  circulation 
were  to  take  the  place  of  the  notes  and  rupees  in 
circulation,  this  would  also  mean  the  quick  depletion 
of  the  gold  in  the  Paper  Currency  Reserve,  which 
is,  as  we  have  seen,  a  support  to  the  Gold  Standard 
Reserve  in  times  of  stress.  Gold  that  is  in  circulation 
to  a  small  extent  is  of  no  real  assistance  ia  a  falling 
exchange ;  gold  in  extensive  circulation  is  necessarily 
at  the  expense  of  the  Reserves  and,  so  far  from  making 
the  gold  in  the  country  more  eflicient  in  a  time  of 
a  financial  or  exchange  crisis,  makes  it  less  efficient. 

In  the  United  Kingdom,  as  in  India,  only  a  small 
percentage  of  the  total  transactions  was  before  the 
war  carried  out  by  means  of  gold.  In  Egypt,  however, 
gold  was  in  circulation  to  a  considerable  extent.  It 
was  the  only  country  in  the  world  which  used  gold 
largely  in  its  total  payments.  This  import  and 
export  of  sovereigns  were  not  only  an  economic  loss 
to  Egypt,  but  an  annual  source  of  inconvenience  to  the 
money  markets  of  the  world,  and  indirectly,  as  a  con- 
sequence of  this,  to  Egypt  itself.  In  order  to  bring 
about  such  a  state  of  affairs  in  India  in  regard  to  gold 
as  obtained  in  Egypt,  it  would  be  necessary  to  with- 
draw from  circulation  at  great  expense  a  very  large 
part  of  the  rupee  circulation  and  the  note  circulation. 
A  circulation  of  gold  has  already  proved  itself,  in  those 
districts  of  India  where  it  was  actively  tried,  to  be 
at  the  expense  of  notes,  and  notes  are,  of  course,  a 
very  cheap  and  convenient  form  of  currency.    The 
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Currency  Report  of  1912-13  summed  up  the  position 
thus : 

Gold  has  replaced  rupees  to  a  large  extent  in  the  Punjab 
and  to  a  smaller  extent  in  Bombay  and  the  United  Provinces 
also.  The  question  now  arises  whether  the  increased  use  of 
gold  has  afEected  the  note  circulation  at  all.  In  the  Punjab 
it  is  certain  that  the  circulation  of  five-  and  ten-rupee  notes 
has  been  afEected.  The  gross  circulation  of  the  five-rupee 
note  after  nearly  doubling  in  the  three  years  1908-9  to 
1911-12  increased  by  -5  per  cent  only  in  1912-13.  The  gross 
circulation  of  the  ten-rupee  note  in  1910-11  was  more  than 
double  what  it  was  three  years  before.  In  the  last  two  years 
it  has  increased  by  1  per  cent  only.  These  figures,  considered 
in  conjunction  with  the  large  increase  in  the  use  of  sovereigns 
in  the  last  two  years,  are  irresistible.  In  Bombay  the  gross 
circulation  of  the  ten-rupee  note  after  increasing  by  nearly 
30  per  cent  in  the  two  years  1908-9  to  1910-11  has  increased 
by  -6  per  cent  only  in  the  last  two  years.  On  the  whole,  it 
may  now  be  definitely  stated  that,  but  for  the  use  of  gold  as 
ciiirency,  the  circulation  of  the  smaller  currency  notes  would 
have  expanded  much  more  rapidly  in  the  Punjab,  Bombay, 
and  the  United  Provinces.^ 

Up-country  bankers  corroborate  from  their  receipts 
that  where  before  the  war  gold  was  in  circulation, 
the  percentage  of  their  receipts  in  notes  was  below 
the  average  as  gold  had  displaced  these.^ 

^  See  Mr.  M.  F.  Gaimtlett's  able  Report  on  the  Operations  of  the  Cur- 
rency Department,  etc.,  for  1912-13](para.  59 ;  also  quoted  by  the  Chamber- 
lain Commission). 

^  Cf.  Statement  of  Receipts  and  Disbursements  of  the  National  Bank, 
pp.  541-542,  vol.  ii.  of  Appendix  to  the  Interim  Report  (Chamberlain 
Commission),  Cd.  7071,  1913,  and  Receipts  of  the  three  Presidency  Banks, 
Cd.  7238,  1914  (pp.  724-726).  It  is  also  of  interest  to  note  that  in  13 
branches  of  the  National  Bank  (an  Exchange  bank)  in  May  1913,  88  per 
cent  of  the  receipts  were  in  notes,  8  per  cent  in  rupees,  and  4  per  cent  in 
gold.  (Gold  was  received  chiefly  in  Cawnpore  and  Cochin  ;  in  the  three 
Presidency  towns  very  little  gold  was  received.)  In  the  Bank  of  Bengal  for 
June  1913  (head  office,  local  branches,  and  19  other  branches)  the  per- 
centages were — ^notes  70  per  cent,  rupees  24  per  cent,  gold  6  per  cent 
(gold  was  received  chiefly  in  Lahore,  Delhi,  and  Cawnpore).  In  the  Bank 
of  Bombay  (February  to  May  1913)  head  ofSce  and  13  branches — notes  81 
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In  some  men's  minds  there  lurks  the  idea  that 
a  gold  currency  is  a  badge  of  prestige  in  the'  eyes  of 
the  world's  money  markets,  and  that  before  the  war 
the  British  system  had  a  gold  currency,  and  why 
not  the  Indian  ?  Comparisons,  as  Marlowe  says, 
are  odious.  This  view  loses  sight  of  two  important 
facts,  viz.  (1)  that  the  circulation  of  sovereigns  in 
the  British  system  was  in  reality  a  subsidiary  part 
of  the  system,  and  (2)  that  financial  prestige  lies 
not  in  the  possession  of  a  gold  currency  but  of  a  gold 
standard.  The  widespread  use  of  gold  coins  was  not 
characteristic,  even  before  the  war,  of  any  currency 
system  in  use  among  the  leading  countries  of  the 
world.  What  was  characteristic  was  a  widespread 
banking  system,  an  extensive  use  of  cheques  and  of 
notes.  It  was  the  working  of  the  Bank  of  England 
and  its  influence  through  its  bank  rate  on  the  money 
market,  the  preponderating  use  of  cheques,  and  after 
cheques  notes,  that  were,  for  example,  the  features 
of  the  English  system.  The  use  of  the  sovereigns 
for  that  small  class  of  payments  which  are  made  in 
hard  cash  was  an  imimportant  and  fortuitous  part 
of  the  system.  Since  the  war  gold  has  not  been 
in  circulation  in  the  United  Kingdom  as  in  other 
countries,  and  it  is  unlikely  that  it  will  be  used  for 
small  transactions  in  the  future.  The  CunlifEe  Com- 
mittee on  Currency  and  Foreign  Exchanges  after  the 
War  recommended  that — 

While  the  obligation  to  pay  both  Bank  of  England 
notes  and  currency  notes  in  gold  on  demand  sbould,  in  our 
judgment,  be  maintained,  it  is  not  necessary  for  the  main- 

per  cent,  rupees  16  per  cent,  gold  3  per  cent  (gold  was  received  chiefly 
in  Bombay).  In  the  Bank  of  Madras,  June  1913,  the  percentages  were — 
notes  52  per  cent,  rupees  44  per  cent,  and  gold  4  per  cent  (gold  was  paid 
almost  entirely  in  Cochin). 
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tenance  of  an  effective  gold  standard,  nor  do  we  think  it 
desirable,  that  there  should  be  an  early  resumption  of  the 
internal  circulation  of  gold  coin.  For  the  present,  at  any 
rate,  we  think  that  it  will  be  more  economical  that  gold 
should  be  held  in  a  central  reserve  as  a  backing  for  notes  in 
circulation.  We  do  not  think  that  any  legislation  on  this 
subject  will  be  required.  People  have  by  now  become  fully 
accustomed  to  the  use  of  notes,  and  it  is  probable  that  (except 
for  the  limited  requirements  of  persons  proposing  to  travel 
abroad)  they  will  continue  to  circulate  instead  of  gold  coin 
much  as  they  do  at  present.  Informal  action  on  the  part 
of  the  banks  may  be  expected  to  accomplish  all  that  is  required. 
If  necessary,  however,  the  circulation  of  gold  coin  could  be 
prevented  by  making  the  notes  convertible  at  the  discretion 
of  the  Bank  of  England  either  into  such  coin  or  into  bar 
gold,  though  for  our  own  part  we  should  prefer  to  maintain 
the  right  of  the  note-holder  to  receive  payment  in  gold  coin 
and  to  trust  to  the  informal  steps  suggested  above  to  prevent 
gold  from  flowing  into  internal  circulation.^ 

What,  then,  should  be  the  position  of  gold  in  the 
Indian  Currency  System  ?  Sovereign  for  sovereign 
gold  in  active  circulation  is  immeasurably  less 
efficient  for  supporting  exchange  than  gold  mobilised 
in  Government  or  bank  reserves.  That  is  as  clear 
as  the  noonday.  If  gold  is  imported  as  hitherto, 
only  the  minimum  required  for  marriage  ornaments, 
etc.  (which  custom  necessitates),  should  be  sold,  the 
remainder  being  conserved  in  Government  and  (as 
our  banking  system  develops)  in  bank  reserves. 
Mr.  D.  M.  Dalai,  the  Bombay  representative  on  the 
Currency  Committee  of  1919  and  the  Financial 
Correspondent  of  the  Times  of  India,  writing  in  March 
1919,  expresses  it  thus  : 

India  ought  to  receive  every  year  at  least  fifteen  millions 

1  Cd.  9182,  1918  (para.  23). 
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of  gold,  of  wMcli  ten  millions  should  be  kept  in  our  reserves 
and  five  millions  should  be  skilfully  sold  on  the  market  for 
the  making  of  ornaments  and  for  other  industrial  purposes, 
as  the  present  premium  of  over  30  per  cent  over  the  import 
price  of  gold  is  a  distinct  incentive  for  the  hoarding  of  metallic 
money  in  this  country.  The  profit  on  bar  gold  sold  to  the 
public  at  current  rates  should  be  credited  to  the  Indian 
Revenue  Account. 

If  India  were  to  obtain  this  amount  it  would  be  the 
equivalent  of  16  per  cent  of  the  production  of  the 
pre-war  year  1913,  and  19  per  cent  of  year's  figure, 
as  will  be  seen  from  the  following  table  : 


Woeld's  G( 

DLD  Pkoduction,  1913-18 

(In  millions  of  £  sterling.) 

Year. 

1 

Tfi 

If 

World. 

Drop  as  compared 
with  1915  output. 

India's  net 
imports  to 
total  world 
production. 

British 
Empire. 

World. 

Per  cent. 

Per  cent. 

Per  cent. 

1913     .       . 

37-4 

58-9 

3-36 

92-5 

16-9 

1914     . 

35-6 

56-6 

3-32 

89-8 

5-7 

1915     .       . 

38-6 

58-7 

3-81 

96-8 

Nil* 

1916     .       . 

39-5 

59-6 

3-37 

93-5 

3 

9-4 

1917     .       . 

38-3 

561 

3-09 

87-0 

^ 

10 

19-3 

1918     .       . 

35-8 

50-7 

2-69 

77-6 

13i 

20 

Nil* 

*  In  1915  and  1918  there  were  actually  net  exports  of  gold. 

Gold  in  active  circulation  is  wasteful.  Hoarding, 
which  is  even  more  wasteful,  cannot  be  cured  without 
greater  facilities  as  regards  both  banking  and  educa- 
tion. We  do  not  require  nor  do  we  ask  for  gold 
to  any  considerable  extent  for  circulation.  We  do 
require  strong  reserves,  not  only  of  rupees  as  the 
silver  crisis  of  1918  taught  us,  but  also  of  gold.  Our 
currency  system  is  like  an  army  liable  to  be  attacked 
on  either  flank,  and  both  flanks  must  necessarily  be 
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protected.  The  most  suitable  media  for  internal 
circulation  are  rupees  and  notes,  especially  the  latter  ; 
for  the  settlement  of  our  external  obligations  we 
should  turn  to  mobilised  gold  reserves,  by  means 
of  which  so  much  of  the  internal  currency  that 
seeks  export  may  be  converted  quickly  and  without 
diflS.culty  into  sterling.  The  war  has  taught  that 
this  is  and  must  be  the  proper  line  of  advance  in 
future. 


Ill 

A  Gold  Mint 

A  gold  mint  in  Bombay  has  always  struck  the 
imagination  of  many  people  as  a  very  desirable  end 
in  itself.  It  is  looked  on  as  an  attribute  of  sovereignty, 
and  the  presence  in  India  (where  imagination  counts 
for  so  much)  of  a  gold  mint  is  often  regarded  as 
adding  to  our  national  pride.  Without  the  stimulus 
of  such  a  mint,  however,  gold  has,  it  is  true,  been 
imported  freely  into  India.  The  Dominions  possess 
mints,  which  are  branches  of  the  Royal  Mint  in  London, 
for  the  coinage  of  sovereigns  in  Sydney,  Melbourne, 
Perth,  and  Ottawa.  In  the  Union  of  South  Africa 
active  steps  are  now  being  taken  to  establish  a  gold 
refinery  and  mint,  and  with  the  consent  of  the  Imperial 
Government  the  necessary  legislation  is  being  intro- 
duced during  the  present  session  of  the  Union  Parlia- 
ment. If  gold  is  refined  locally,  the  producers  are 
relieved  of  the  necessity  of  sending  it  to  London  to 
be  sold.  Producers  are  presumably  able  to  hand  the 
gold  over  to  their  bankers  and  are  thus  able  to  dispose 
of  it  in  the  best  market.     This  is  a  line  of  reasoning 

u 
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that  is  apparently  sound.  We  are  also  asked  to 
believe  that  a  gold  mint,  like  a  gold  currency,  would 
draw  gold  from  hoards,  that  it  would  give  permanence 
and  stability  to  the  policy  of  1898,  and  that  it  would 
encourage  gold  in  circulation.  This,  however,  has 
already  been  discussed. 

The  history  of  the  re-establishment  of  a  gold 
mint  dates  from  1899.  The  recommendation  of  the 
Fowler  Committee  was  that 

the  Indian  mints  should  be  thrown  open  to  the  unre- 
stricted coinage  of  gold  on  terms  and  conditions  such  as 
govern  the  three  Australian  branches  of  th.e  Royal  Mint. 
The  result  would  be  that,  under  identical  conditions,  the 
sovereign  would  be  coined  and  would  circulate  both  at  home 
and  in  India.     (Para.  54.) 

It  is,  of  course,  necessary  that  the  Royal  Mint  should 
be  responsible  for  its  sovereign  coined  elsewhere  {i.e. 
at  its  branches).  The  sovereign  is,  as  Sir  Shapurji 
Broacha  once  called  it,  the  cement  of  the  Empire. 
From  1899  to  1903  correspondence  took  place  between 
the  Government  of  India,  the  Secretary  of  State, 
and  the  Lords  of  the  Treasury.  Difficulties  cropped 
up  such  as  the  possibility  of  dispensing  with  a  charge 
for  coinage,  the  suitability  of  buildings,  the  strength 
of  staff,  etc.  The  questions  of  buildings,  appliances, 
and  staff  were  practically  disposed  of  by  May  1901. 
The  Treasury  wrote  at  this  time  on  the  main  question 
as  follows  : 

Indian  currency  needs  are,  in  fact,  provided  for  from 
other  sources  {i.e.  the  importation  of  sovereigns),  and  there 
is  no  real  demand  for  the  local  coinage  of  sovereigns.  My 
Lords  cannot  believe  that  the  position  of  the  gold  standard 
in  India  will  be  strengthened,  or  public  confidence  in  the 
intentions    of    the    Government    confirmed,    by    providing 
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machinery  for  obtaining  gold  coins  which  is  neither  demanded 
nor  required  by  the  mercantile  community,  while,  on  the  other 
hand,  the  failure  or  only  partial  success  of  a  gold  mint  would 
undoubtedly  be  pointed  out  by  the  opponents  of  the  gold 
standard  policy,  although  without  justification,  as  evidence 
of  the  breakdown  of  that  policy. 

In  December  1902  the  Government  of  India  in- 
formed the  Secretary  of  State  that  the  chief  mining 
companies  had  made  arrangements  to  sell  their  gold  in 
London,^  and  they  were  doubtful  whether  any  terms 
that  could  be  offered,  with  a  due  regard  to  the  interests 
of  Government,  would  induce  them  at  an  early  date  to 
alter  those  arrangements,  and  to  bring  their  gold  to 
the  Bombay  Mint.^  "  In  the  absence,  therefore,  of  an 
assurance  that  a  steady  and  permanent  supply  of  gold 
of  local  production  would  be  available  for  coinage  in 
this  country,  we  prefer  to  drop  the  scheme  for  the 
present,  leaving  its  revival  to  the  existence  or  revival 
of  conditions  which  cannot  at  present  be  foreseen. ' '  In 
February  1903  the  Secretary  of  State  agreed  with  the 
proposal  to  drop  for  the  present  the  idea  of  a  Bombay 
branch  of  the  Royal  Mint.  The  question  was  revived 
in  the  Imperial  Legislative  Council  iu  1911  and  1912. 
In  the  latter  year  a  Resolution  was  brought  forward 
"  that  this  Council  recommends  to  the  Governor- 
General  in  Council  that  the  Indian  Mints  be  now 
thrown  open  to  the  free  coinage  of  gold  in  coins  of 
suitable  denominations."  A  ten -rupee  piece  was 
suggested,  and  the  Resolution  was  withdrawn  on  the 

^  The  annual  production  of  gold  in  India  has  been  approximately 
£2,000,000  since  1900,  or  2J  per  cent  of  the  world's  production. 

^  It  was  announced  in  June  1919  that  negotiations  had  been  concluded 
by  which  approximately  one-halt  of  the  monthly  production  by  the  Mysore, 
Champion  Reef,  Ooregum,  Nandydroog,  Balaghat,  and  North  Anantapur 
Gold  Mining  Companies  would  in  future  be  disposed  of  to  the  Governments 
of  India. 
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Financial  Member  of  Council  promising  that  the 
matter  would  be  placed  before  the  Secretary  of  State. 
In  May  1912  the  Government  of  India  addressed  the 
Secretary  of  State  and  submitted  proposals  for  the 
coinage  of  sovereigns  at  Bombay.  The  chief  ground 
in  favour  of  the  measure  was  that  it  would  attract  to 
the  Mint  uncoined  gold  held  in  India  which,  since  the 
issue  of  a  notification  dated  December  11,  1906,  had 
not  been  received  at  the  Mint.  Previous  to  that  date 
Government  received,  as  we  have  seen,  refined  gold 
at  the  Bombay  Mint  in  exchange  for  notes  or  rupees. 
The  Secretary  of  State,  in  his  despatch  of  October 
18,  1912,  was  of  opinion  that,  having  regard  to 
(1)  the  ease  with  which  holders  of  gold  btdlion 
in  India  could,  as  a  rule,  exchange  it  for  currency, 
whether  sovereigns,  notes,  or  rupees,  if  they  wished 
to  do  so,  and  (2)  the  probabihty  that  the  gold  imported 
into  India  was  so  imported  because  it  is  preferred 
in  that  form  rather  than  that  of  coin,  the  adoption 
of  the  Government  of  India's  proposal  would  not  be 
likely  to  have  any  considerable  effect  of  the  kind  that 
was  anticipated,  but  that  the  experiment  was  worth 
trying  if  it  could  be  done  at  a  moderate  expense,  or 
on  a  self-supporting  basis.  The  Secretary  of  State 
communicated  with  the  Treasury,  which  offered  two 
alternatives,  viz. :  (1)  that  a  branch  Mint  be  estab- 
lished at  Bombay  solely  for  the  coinage  of  gold  under 
the  supervision  of  the  Eoyal  Mint  and  His  Majesty's 
Treasury ;  and  (2)  that  the  control  of  the  whole  of 
the  existing  Mint  at  Bombay  be  taken  over  by  His 
Majesty's  Government,  who  would  accept  at  the 
expense  of  India  the  responsibihty  for  an  establish- 
ment producing  not  only  British  gold  coins  but  also 
coins  for  circulation  in  India,  that  is,  silver  and  nickel. 
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The  Secretary  of  State  was  prepared  to  sanction  the 
issue  of  a  separate  Indian  gold  coin  of,  say,  R.  10,  if 
both  of  these  alternatives  proved  unacceptable  to  the 
Government  of  India.  Government  indicated  a  pre- 
ference for  this  over  both  the  alternatives  proposed 
by  the  Treasury  ;  but  the  whole  matter  was  left  open 
pending  the  recommendations  of  the  Chamberlain 
Commission. 

The  Chamberlain  Commission  did  not  believe  that 
the  mere  fact  of  gold  being  coined  in  India  would 
give  confidence  in  the  policy  of  the  Committee  of  1898. 
It  would  not  facilitate  the  free  inflow  of  gold  to  India, 
and  it  was  not  required  for  currency  or  exchange 
purposes.  "  Nor  is  it  likely  that  the  facilities  for 
converting  gold  bullion  into  coin  which  such  a  mint 
would  provide  would  have  any  appreciable  effect  on 
the  amount  of  gold  withdrawn  from  circulation  or 
would  encourage  gold  to  come  out  of  hoards  in  un- 
favourable seasons.  It-is  quite  true  that  at  times  of 
famine  and  distress  gold  must  come  out  of  hoards, 
but  we  see  no  reason  for  believing  that  the  amount 
so  forthcoming  would  be  increased  by  the  opening  of 
a  mint  for  gold.  The  pubUc  in  any  case  would  secure 
equal  advantages  if  the  Government  of  India  were 
to  renew  the  notification,  withdrawn  ia  1906,  of  their 
readiness  to  receive  refined  gold  at  the  Bombay  Mint 
in  exchange  for  notes  or  rupees."  The  Commission 
did  not  recommend  a  gold  mint,  but  they  had  no 
objection  to  its  establishment  provided  that  (1)  Indian 
sentiment  genuinely  desired  it,  (2)  Govef nment  were 
prepared  to  incur  the  expense,  and  (3)  the  coin  to  be 
coined  was  the  sovereign  or  half-sovereign.  If  a  gold 
mint  were  not  established,  the  Commission  suggested 
that  Government  should  renew  the  notification   to 
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receive  refined  gold  at  the  Bombay  Mint  on  suitable 
terms. 

In  Chapter  III.  the  coinage  of  gold  mohurs  from 
1918  at  the  Bombay  Mint  as  a  temporary  arrange- 
ment has  already  been  touched  upon.  It  will  be 
recalled  that  in  order  to  ensure  that  gold  imported 
into  India  is  used  in  the  most  effective  possible  way 
for  strengthening  the  Indian  currency  position,  an 
Ordinance,  known  as  the  Gold  (Import)  Ordinance, 
No.  III.,  dated  June  29,  1917,  was  issued.  This 
was  superseded  by  the  Gold  (Import)  Act  XXII.  of 
1917.  The  gold  acquired  was  placed  in  the  Paper 
Currency  Reserve,  where  it  increased  the  metallic 
backing  of  the  notes.  The  Act  is,  of  course,  an 
emergency  measure  intended  to  continue  during  the 
war  and  for  six  months  after,  by  which  time  the 
recommendations  of  the  Currency  Committee  of  1919 
may  be  available.  It  was  necessary  in  order  to  relieve 
the  strain  on  the  silver  balances  to  coin  this  into  gold 
mohurs  and  sovereigns,  since  much  of  the  coin  imported 
under  Act  XXII.  was  in  the  form  of  foreign  coin  and 
bullion.  At  first  {i.e.  in  1917)  the  coinage  was  done 
in  Australia,  as  there  were  unfortunately  no  arrange- 
ments by  which  gold  could  be  readily  minted  in 
Bombay.  In  June  1918  an  ordinance  was  issued  to 
provide  for  the  coinage  of  gold  mohurs  in  Indian 
Mints.  This  ordinance  was  superseded  in  September 
by  Act  XIV.  of  1918,  which  remains  in  force  during 
the  continuance  of  the  war  and  for  six  months  there- 
after. The  fcoin  provided  by  this  Act  is  the  gold 
mohur  or  fifteen-rupee  piece,  which  corresponds  exactly 
in  weight,  fineness,  and  dimensions  with  those  of  the 
sovereign.  The  only  difference  between  the  mohur 
and  the  sovereign  is  in  the  designs  which  it  bears  on 
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its  obverse  and  reverse.  In  the  Gazette  of  India  of 
February  9,  1918,  a  Royal  Proclamation  establishing 
a  branch,  of  the  Royal  Mint  at  Bombay  was  published. 
It  is  dated  December  21,  1917,  and  provides  for  (1)  a 
branch  of  the  Mint  at  or  near  Bombay,  either  in  the 
buildings  of  the  Indian  Mint  at  Bombay  or  on  such 
other  site  as  the  Governor-General  of  India  in  Council 
may  approve  ;  (2)  the  coinage  of  gold  coins  of  the 
same  denominations,  designs,  weights,  and  fineness 
as  gold  coins  at  the  Royal  Mint ;  (3)  gold  coins  issued 
from  the  Bombay  branch  Mint  to  be  legal  tender  as 
if  they  had  been  coined  and  issued  in  England. 
Unlike  the  Act  regarding  the  coinage  of  gold  mohurs, 
the  Bombay  Mint  Proclamation  1917  is  not  for  the 
war  or  six  months  after,  no  time  limit  being  specified. 
When  the  coinage  of  sovereigns  was  begun  on  August 
16,  1918,  the  further  coinage  of  gold  mohurs  was 
discontinued.  It  is  provided,  however,  by  Act  XIV. 
of  1918  that  the  coinage  of  these  mohurs  may  be 
resumed.  The  outturn  of  gold  mohurs  up  to  March 
31,  1919,  was  2,109,703. 

The  imported  staff  for  the  Bombay  branch  of  the 
Royal  Mint  consisted  in  March  1919  of  a  Deputy 
Master  and  Assayer  (one  person)  and  a  Chief  Clerk. 
The  remainder  of  the  staff  were  Indians,  most  of 
whom  were  lent  by  the  Bombay  Mint.  The  number 
of  sovereigns  minted  from  August  16,  1918,  to  March 
31, 1919,  was  1,295,372.  The  position  at  the  beginning 
of  March  1919  was  that  the  Bombay  Mint  did  the 
melting,  assaying  of  the  pots,  rolling,  adjusting, 
edging,  and  annealing,  and  supplied  the  finished 
blanks  to  the  branch  of  the  Royal  Mint,  which  stamped, 
weighed,  and  assayed  the  coins,  returning  the  good 
coins  to  the  Bombay  Mint.     The  estimated  cost  of 
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the  branch  of  the  Eoyal  Mint  is  E.  54,000  (£3600) 
annually.  The  amount  considered  necessary  by  the 
Treasury  is  placed  at  the  disposal  of  the  Deputy 
Master  annually  by  the  Government  of  India,  and  the 
surplus,  if  any,  after  audit  by  the  Treasury,  is  returned 
to  the  Government  of  India.  Any  comparison  of  cost 
between  this  small  branch  (which  does  little  of  the 
total  work  of  minting)  and  other  branches  of  the  Royal 
Mint  is  hardly  possible.  The  establishment  charges 
(including  contingencies  and  pensions)  of  other  branch 
Mints  of  similar  capacity  were  in  1915  as  follows  : 


Coinage. 

Charges. 

Sydney  . 

Melbourne     . 
Perth      . 

£ 
1,792,000 

1,701,000 
4,442,000 

£ 
14,435  * 

17,859 
20,206 

Pages  77  and  78  of  Report 
of  Deputy  Master  of  the 
Royal  Mint. 

Pages  92  and  93. 

Pages  111  and  112. 

♦  Expenditure  under  estimate. 

The  Australian  branch  Mints  recover  a  substantial 
portion  of  their  expenditure  by  the  levy  of  charges 
for  the  coinage  of  gold  as  allowed  by  Section  11  (8) 
of  the  Coinage  Act  of  1870.  There  is  no  corre- 
sponding charge  or  seigniorage  in  the  Bombay  branch 
Mint.  There  is  also  in  course  of  erection  a  refinery 
for  gold  in  the  Bombay  Mint.  This  has  no  connection 
with  the  Royal  Mint.  The  chlorine  process  will  be 
used.  The  coinage  of  gold  in  Bombay  was  certainly 
a  relief  to  the  rupee  balances  and,  assisted  by  the 
release  of  sovereigns  in  1917  and  1918,  proved  useful 
at  a  time  when  it  was  doubtful  whether  they  could 
stand  the  strain  of  further  demands  to  purchase 
wheat  for  the  Eoyal  Commission.     This  experience 
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was  a  new  reason  in  favour  of  a  gold  mint.  The 
gold  had,  it  is  interesting  to  note,  a  very  limited 
life  as  currency,  and  shortly  after  issue  found  its  way 
mainly  via  Bombay  to  the  melting-pot  or  into  private 
hoards.  The  Controller  of  Currency  (Mr.  M.  M.  S. 
Gubbay)  remarks  that  "  qua  currency  doubtless 
these  sovereigns  had  a  limited  function ;  but  they 
undoubtedly  operated  as  such  when  paid  out  initially 
by  the  wheat -purchasing  firms  to  their  sellers  or 
agents,  though  subsequently  they  admittedly  passed 
from  hand  to  hand  as  commodities.  It  is  true  that 
only  in  rare  cases  did  these  sovereigns  reach  the 
actual  producer,  with  whom  the  wheat -purchasing 
firms  are  unable  to  get  into  touch  save  in  a  very  few 
localities.  Where,  as  in  one  of  the  cotton-growing 
districts  of  Bombay,  special  measures  were  taken 
to  secure  the  direct  payment  of  sovereigns  to  the 
producer,  it  was  found  that  the  sovereigns  thus  paid 
out  were  immediately  sold  for  silver."  ^  The  total 
issues  of  gold  for  the  financing  of  wheat  in  1917-18 
were  R.  9,22  lakhs  (£6,000,000),  and  in  1918-19,  R.  1,84 
lakhs  (£1,250,000). 

The  experience  of  the  war  has  been  of  value  in 
this  as  in  many  more  ways,  and  the  entire  question 
will  be  reconsidered  by  the  Indian  Currency  Committee 
of  1919. 

^  Report  on  the  Operations  of  the  Currency  Department,  etc.,  1917-18 
(Superintendent,  Government  Printing,  India,  Calcutta). 


CHAPTEE  XI 

COUNCIL   DRAFTS 

Council  drafts,  both  bills  and  telegraphic  transfers, 
are  in  normal  times  sold  by  the  Secretary  of  State  in 
London  on  Calcutta,  Bombay,  and  Madras,  primarily 
to  meet  his  requirements,  present  and  anticipated,  on 
India's  behalf.  Since  the  war.  Council  drafts  have 
been  sold  mainly  in  the  interests  of  trade.  The  re- 
quirements of  trade  will  perhaps,  in  the  future,  even 
outweigh  in  importance  the  requirements  of  the  Secre- 
tary of  State  unless  a  sufficient  supply  of  the  precious 
metals  is  ordinarily  obtainable  at  favourable  rates 
for  import  on  private  account  into  India  to  settle  the 
balance  of  trade.  These  sales  give  to  the  Secretary 
of  State  a  commanding  position  in  regard  to  Indian 
exchange  and  are  the  key  to  the  working  of  the 
currency  machine. 

We  do  not  propose  to  trace  in  detail  the  his\;ory 
of  these  drafts.  An  interesting  account  of  the  moot- 
ing of  the  question  of  such  sales  in  1813,  the  working 
of  the  system  from  1834  to  the  Mutiny,  its  almost 
entire  suspension  from  1857  to  1862,  and  its  develop- 
ment from  its  re-introduction  in  that  year,  are  de- 
scribed in  Sir  Henry  Waterfield's  Memorandum  on 
the  "  System  of  effecting  Remittances  from  India," 
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published  as  an  appendix  ^  to  the  Fowler  Committee's 
Report.  The  change  from  monthly  sales  at  a  fixed 
rate  of  exchange  to  fortnightly  and  then  to  weekly 
sales,  the  introduction  of  tenders  for  telegraphic  trans- 
fers as  well  as  for  bills,  and  the  changes  which  the  war 
necessitated,  are  of  considerable  interest  from  an 
historical  point  of  Ariew. 

We  turn,  however,  to  an  examination  of  the  present 
system  from  the  time  that  the  total  drawings  are 
placed  in  the  Budget  until  they  are  actually  sold. 
The  Government  of  India  frame  their  estimate  of  the 
amount  which  they  consider  may  be  remitted  to  the 
Secretary  of  State  through  the  sale  of  Council  drafts 
in  order  to  meet  the  Secretary  of  State's  expenditure 
on  revenue  and  capital  account.  They  take  into 
consideration  the  various  likely  demands  on  Treasury 
balances  and  aim  at  having  sufiicient  closing  balances 
on  March  31  in  each  year.  The  next  step  is  to 
examine  the  distribution  of  these  drawings  over  the 
twelve  months.  The  slack  season  begins  in  April 
and  ends  in  the  latter  weeks  of  September.  This  is, 
of  course,  a  season  of  dull  demand  for  drafts.  '  If  the 
season  were  very  favourable  and  trade  abnormally 
active,  the  Secretary  of  State  might  be  able  to  with- 
hold his  drafts  until  the  latter  part  of  the  busy  season. 
This  is  ordinarily  not  possible  or  advisable,  because 
the  Secretary  of  State  requires  funds  for  the  first  as 
well  as  for  the  second  half  of  the  financial  year,  and 
a  good  market  for  Council  drafts  cannot  be  seen  until 
the  monsoon  is  wellnigh  complete.  Since  there  are 
so  often  surprises  in  the  vagaries  of  the  monsoon,  it 
is  ordinarily  unwise  to  postpone  the  sales  until  the 

1  Cd.  9376, 1899 ;  cf.  also  the  late  Mr.  Newmarch's  Memorandum,  p.  217, 
Appendix  VII.  Cihamberlaia  Commission  Report  (Cd.  7070,  1913). 
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second  part  of  the  year.  The  policy  followed  is  to 
regulate  both  the  time  and  amount  of  the  sales  of 
Council  drafts  throughout  the  year  in  order  to  lay 
down  most  efficiently  the  funds  in  London.  Govern- 
ment aim  at  drawing  from  the  treasuries  during  the 
year  (1)  the  amount  budgeted  for  to  carry  out  the 
Ways  and  Means  programme  of  the  year ;  (2)  addi- 
tional amounts  required  to  purchase  silver  for  coinage 
that  have  not  been  provided  for  in  the  budget ;  and 
(3)  funds  which  in  a  prosperous  year  may  be  used  to 
reduce  or  avoid  debt.  At  the  same  time  it  is  necessary 
to  allow  a  sufficient  quantity  of  sovereigns  to  flow 
to  India  to  satisfy  public  demands.  It  may  also 
be  necessary  in  order  to  avoid  stringency  to  exceed 
budget  allotments  and  sell  freely  to  convenience  trade. 
This  may  not  only  relieve  stringency  in  the  Indian 
money  markets  and  check  excessive  and  burdensome 
accumulations  of  gold  in  the  Paper  Currency  Reserve 
(which  would  have  to  be  shipped  by  Government  to 
purchase  silver),  but  would  also  avoid  stringency  in 
London.  If  large  amounts  of  gold  were  taken  ofi 
the  London  money  market  and  the  effects  were  to 
stiffen  up  rates  and  create  a  stringency,  Indian  trade 
would  be  injured.  The  Exchange  banks,  if  they  had 
to  discount  at  7  per  cent  instead  of  3  per  cent, 
would  be  less  eager  to  discount,  less  eager  to  buy 
export  bills  in  India,  and  less  willing  to  use  their 
money  for  trade  purposes  in  India.  The  buyer  or 
customer  in  London  and  also  the  seller  in  India  are 
both  hit  by  this  stringency. 

The  actual  selling  of  the  bills  was,  before  the  war, 
as  follows :  On  each  Wednesday  a  notice  was  ex- 
hibited at  the  Bank  of  England  calling  for  tenders  to 
be  submitted  on  the  following  Wednesday  for  tele- 
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grapHc  transfers  and  Council  bills.  The  notice  gave 
the  aggregate  amount  that  was  to  be  sold.  The 
Secretary  of  State  did  not  bind  himself  to  allot  the 
whole  amount  mentioned  in  the  notice,  and  did  not 
accept  any  applications  below  a  minimum  price. 
The  price  charged  for  telegraphic  transfers  before 
December  20,  1916,  was  higher  by  ^^d.  per  rupee  than 
the  rate  for  bills,  except  when  the  Calcutta  or  Bombay 
bank  rate  exceeded  8  per  cent,  when  telegraphic 
transfers  were  sold  at  ^-^d.  higher.  Allotments  were 
made  to  the  highest  bidders,  and  when  the  total 
tenders  exceeded  the  amount  offered,  these  were  made 
pro  rata.  After  the  sale  at  the  Bank  of  England  on 
Wednesday  the  amount  to  be  offered  on  the  follow- 
ing Wednesday  was  decided  on,  the  main  ■  factors 
being  the  Secretary  of  State's  requirements,  the 
amounts  still  to  be  sold  to  work  up  to  the  estimate 
of  the  financial  year,  and  other  information  such  as 
the  demand  for  drafts,  trade  conditions,  etc.  "  Inter- 
mediates "  or  "  specials  "  were  bought  on  other  days 
of  the  week  at  not  less  than  ^^d.  higher  than  the 
lowest  prices  at  which  allotments  were  made  on  the 
preceding  Wednesday.  The  maximum  amount  and 
rate  of  "  intermediates  "  were  fixed  for  the  week  on 
each  sale  day.  The  arrangements  made  on  Wednes- 
day were  brought  before  the  next  meeting  of  the 
Finance  Committee  of  the  Secretary  of  State's  Council, 
usually  on  the  same  day,  and  subsequently  before  the 
Council  itself,  for  approval.  This  was,  in  brief,  the 
method  in  vogue  before  the  restrictions  of  1916. 

Since  the  war  certain  changes  have  taken  place. 
The  Secretary  of  State  as  a  temporary  war  measure 
exercised  a  special  control  over  the  sales  of  Council 
drafts  by  fixing  the  rates  himself  in  order  to  control 
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tlie  rate  of  exchange.  Since  December  1916  these 
sales,  therefore,  have  not  been  at  rates  tendered  by- 
prospective  buyers  of  the  drafts,  but  at  rates  fixed 
by  the  Secretary  of  State.  These  sales,  moreover, 
have  been  confined  to  persons  on  the  Secretary  of 
State's  approved  list,  and  the  amount  for  which  each 
bank  or  firm  can  apply  is  also  fixed.  The  Secretary 
of  State  makes  the  allotments  on  such  applications. 
Other  changes  are  that  the  sales  now  take  place  on 
Tuesdays,  and  shortly  after  the  outbreak  of  war  a 
system  of  "  deferreds,"  payable  sixteen  days  after 
issue,  was  introduced.  Since  then  practically  no 
"  bills  "  have  been  sold,  the  sales  being  almost  en- 
tirely telegraphic  transfers  and  "  deferreds." 

The  proceeds  of  the  Council  drafts  are  ordinarily 
placed  to  the  credit  of  the  Secretary  of  State's  Treasury 
balance,  and  on  occasions  when  necessity  demands,  to 
the  London  branches  of  the  Paper  Currency  Reserve 
or  Gold  Standard  Reserve.  The  payments  in  India 
are  met  in  a  corresponding  way  from  Treasury  in 
India  or  from  the  Indian  branches  of  the  Paper 
Currency  and  Gold  Standard  Reserves.  In  a  period 
of  weak  exchange  the  Secretary  of  State  suspends 
his  sales,  and  the  Government  of  India,  if  necessary, 
support  exchange  to  the  full  extent  of  their  resources 
by  issuing  reverse  {i.e.  gold  or  sterKng)  drafts,  tele- 
graphic transfers  and  deferred  transfers,  and  bills  on 
the  Secretary  of  State.  Statistics  of  the  sales  of 
these  reverse  drafts  drawn  on  the  Secretary  of  State, 
as  well  as  those  of  Council  drafts  on  the  Government 
of  India,  are  given  in  a  table  at  the  end  of  the 
book. 

The  growth  in  the  function  of  Council  drafts  since 
1893  is  of  special  interest.    Up  to  the  closing  of  the 
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Mints  to  the  free  coinage  of  silver,  the  weekly  sale  of 
Council  drafts  was  merely  for  the  purpose  of  laying 
down  in  London  sufficient  funds  to  meet  the  home 
charges.  After  1893  there  was  a  temporary  suspen- 
sion of  sales  to  force  up  the  exchange  value  of  the 
rupee.  Under  the  Gold  Note  Act  (II.  of  1898)  Council 
drafts  were  sold  against  "  ear-marked  "  gold  at  the 
Bank  of  England  belonging  to  the  Paper  Currency 
Reserve  and  paid  for  in  India  by  notes  issued  against 
such  gold.  This  was  not  merely  to  place  the  Secre- 
tary of  State  in  funds,  but  to  provide  a  means  of 
expanding  the  currency  as  an  alternative  to  shipping 
sovereigns  to  India  on  private  account  at  a  time  when 
the  Grovernment  of  India  had  no  surplus  Treasury 
balances  to  meet  these  drafts.  Council  drafts  from 
this  time  onwards  were  sold  as  a  means  of  avoiding 
the  useless  accumulation  of  gold  in  the  Paper  Currency 
Reserve  in  India,  which,  when  silver  was  required,  had 
no  longer  to  be  exported  at  Government  expense  to 
purchase  silver.  The  "  ear-marked  "  gold  in  the  Paper 
Currency  Reserve  in  London  could  be  drawn  on  for 
this  purpose.  The  Secretary  of  State,  before  the 
war,  imdertook  to  sell  Council  bills  without  limit  at 
Is.  4|-d.  per  rupee,  and  also  to  sell  drafts  against  gold 
in  transit  from  Australia  or  Egypt  to  India,  which 
was  thus  diverted  to  London.^  In  1909  Council  drafts 
were  also  sold  after  the  exchange  crisis  of  1907-8 
to  bring  back  the  Gold  Standard  Reserve  funds  to 
London,  where  they  would  be  ready  for  a  falHng 
exchange.  This  is  now  a  recognised  means  of  trans- 
ferring the  profits  of  rupee  coinage  from  the  Indian 
to  the  London  branch  of  the  Gold  Standard 
Reserve. 

1  See  Chapter  VI.  p.  209. 
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While  the  main  function  of  Council  drafts  is  thus 
to  meet  the  Secretary  of  State's  annual  requirements 
for  home  charges  on  revenue  account  (£20,000,000) 
and  to  meet  capital  expenditure  (£6,000,000),  it  is 
also  necessary  to  meet  trade  demands  up  to  such  an 
amount  that  the  favourable  balance  of  trade  may  be 
settled  over  and  above  the  amount  of  the  home 
charges  on  revenue  and  capital  account  without  the 
export  of  more  gold  to  India  than  is  actually  required 
for  absorption  by  the  public. 

One  of  the  main  criticisms  of  the  Chamberlain 
Commission  on  the  management  of  the  sale  of  Council 
drafts  was  that  the  drafts  were  sometimes  sold  at 
very  low  rates  when  the  London  balance  was  not  in 
need  of  replenishment.  The  Commission,  however, 
did  not  recommend  any  restrictions  upon  the  absolute 
discretion  of  the  Secretary  of  State  as  to  the  amount 
of  drafts  sold  or  the  rate  at  which  they  are  sold, 
provided  that  the  sale  is  within  the  gold  points. 
Whether  the  drafts  are  sold  against  Treasury  balances 
or  the  Reserves,  the  amount  and  occasion  of  sales 
should  in  the  main  be  fixed  with  reference  to  the 
urgency  of  the  Secretary  of  State's  requirements.  The 
selling  of  drafts  at  a  fixed  rate  was  not  recommended 
by  the  Chamberlain  Commission.  The  reason  given 
by  the  Commission  against  selling  at  a  fixed  rate  was 
that  Government  are  not  monopolists  in  the  exchange 
market,  and  it  seemed  (as  it  certainly  did  before 
the  war)  problematical  as  to  whether  Government 
could  stand  out  for  the  fixed  rate  at  all  times  of 
the  year.  The  uncertainty  of  regularity  of  sales 
involved  in  this  would  make  larger  normal  balances 
in  India  necessary.  It  is  sometimes  suggested  that 
the  Secretary  of  State  should  never  sell  below  par. 
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On  this  the  Chamberlain   Commission  reported  as 
follows : 

The  effect  of  the  proposal,  whatever  might  be  the  lower 
rate  adopted,  would  be  to  limit  the  range  of  variation  of 
exchange.  With  the  general  object  of  this  proposal  we 
have  some  sympathy,  since  the  range  at  present  is  extensive 
and  must  discourage  the  free  movement  of  capital  between 
India  and  other  countries.  Nevertheless  that  range,  depend- 
ing as  it  does  on  the  cost  of  freight  and  insurance  to  India, 
is  the  natural  range,  and  any  restriction  of  it  would  impose 
additional  responsibilities  on  the  Government,  for  which  we 
find  no  adequate  justification.  We  consider,  therefore,  that 
the  Government  should  continue  to  follow  the  market  rate, 
effecting  their  remittances  whenever  they  find  it  profitable 
to  do  so.  In  other  words,  the  propriety  of  the  transactions 
of  Government  in  the  exchange  market  must  be  judged  with 
reference  to  the  urgency  of  their  requirements  and  the  rate 
obtainable. 

Before  the  rise  in  exchange  in  1916  any  rates 
below  Is.  3ff  d.  for  bills  and  Is.  3^d.  for  telegraphic 
transfers  were  not  accepted.  Bills  were  sold  without 
limit  at  Is.  4jd.  and  transfers  at  Is.  4^s^d.  if  the  Indian 
bank  rates  did  not  exceed  8  per  cent,  and  Is.  4:^^d. 
if  they  exceeded  that  rate.  On  December  20,  1916, 
when  the  Secretary  of  State  limited  his  weekly  sales 
to  80  lakhs,  he  also  fixed  the  rates  at  Is.  4^d.  for 
telegraphic  transfers  and  Is.  4|^d.  for  deferred  trans- 
fers (payable*  16  days  from  date)  and  bills.  The 
following  table  summarises  the  changes  from  this 
date  in  exchange : 
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Council  Deaft  Rates  in  Was  Timb 


Dates  on  which  rates  were  fixed 
by  the  Secretary  of  State. 

Telegraphic 
transfers. 

Deferred 
transfers  * 
and  bills.t 

Difference  in 

price  between 

telegraphic 

transfers  and 

deferreds. 

December  20,  1916 
January  3,  1917      . 
August  29,  1917      . 
April  12,  1918         .       .       . 
May  13,  1919  J       .       .       . 

Is.  4^. 
Is.  4Jd. 
Is.  5d. 
Is.  6d. 
Is.  8d. 

Is.  4Jd. 
Is.  4^d. 
Is.  4f-|d. 
Is.  54|d. 
Is.  7f|d. 

Ad- 
^\d- 
Ad- 
^^. 

Ad- 

'  Payable  16  days  after  issue. 

t  Payable  on  arrival  of  bills  in  India. 

i  These  rates  have  subsequently  been  altered  as  follows :  With  effect  from  August 
12,  1919,  Is.  lOd.  for  immediate  telegraphic  transfers,  and  Is.  9t8d.  for  deferred 
telegraphic  transfers  and  bills. 

The  large  sales  of  drafts  at  a  time  wlien  War  Office 
payments  to  the  India  Office  were  more  than  sufficient 
to  meet  the  Secretary  of  State's  requirements  entirely 
have  already  been  dealt  with  in  Chapter  III.  These 
changes  were  not  lightly  taken.  In  explanation  of 
the  policy  dictating  the  higher  rate  it  was  announced 
on  September  19,  1917,  that  the  prices  of  Council 
drafts  would  be  "  those  at  which  silver  could  be  bought 
by  the  Secretary  of  State.  It  is  not  to  be  expected 
that  he  should  sell  rupees  at  a  rate  appreciably  lower 
than  that  at  which  he  can  actually  buy  them,  but  he 
intends  that  considerable  latitude  shall  be  employed 
in  the  application  of  this  principle,  so  that  as  far 
as  possible  changes  may  be  avoided."  Sir  WilUam 
Meyer,  the  Financial  Member  of  Council,  in  intro- 
ducing the  Financial  Statement  for  1918-19,  said  with 
regard  to  this  rise  as  follows :  "I  much  regret  any 
hardship  imposed  on  our  export  trade  by  the  increase 
which  it  has  been  necessary  to  make  in  the  rate  for 
Council  drafts,  and  I  am,  of  course,  well  aware  that 
a  rise  in  exchange  would  in  ordinary  conditions  be 
prejudicial  to  that  trade,  like  the  limitations  which 
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the  Secretary  of  State  has  found  it  necessary  to 
impose  on  the  volume  of  his  Council  drawings.  Con- 
sequently, as  I  have  repeatedly  stated,  we  embark  on 
any  such  action  with  the  greatest  reluctance,  and 
simply  to  prevent  greater  evils.  At  the  same  time, 
while-  a  rise  in  exchange  tends,  under  ordinary  con- 
ditions, to  prejudice  the  export  trade,  it  must  be 
remembered  that  a  country  like  India,  which  normally 
exports  a  considerably  larger  volume  of  commodities 
than  she  imports  in  order  to  discharge  her  external 
obligations — such  as  interest  on  her  sterling  debt, 
home  admiaistrative  charges,  and  outlay  on  stores 
and  plant — gains  by  a  measure  which  requires  her 
debtors  to  pay  more  for  the  rupees  in  which  their 
payments  must  eventually  be  liquidated.  Or,  to  put 
the  matter  in  another  way,  a  rise  in  exchange  means 
that  a  smaller  amount  of  India's  commodities,  as 
expressed  in  rupees,  will  have  to  be  sent  abroad  in 
order  to  provide  for  a  specified  amount  of  payments 
in  sterling,  and  that  she  herself  will  have  to  pay  less 
for  the  imports  she  obtains." 

The  whole  procedure  of  the  sale  of  Council  drafts 
is  now  under  review  by  Sir  Henry  Babington  Smith's 
Currency  Committee,  at  present  (July  1919)  sitting 
in  London.  On  receipt  of  the  Committee's  report, 
modifications  of  the  present  practice  may  be  intro- 
duced. 


CHAPTER  XII 

BALANCES 
I 

Introduction 

In  this  chapter  we  propose  to  deal  with  the  working 
balances  in  India  and  in  London.  We  exclude  the 
non-Treasury  balances,  viz.  the  balances  belonging  to 
the  Gold  Standard  Reserve  and  the  Paper  Currency 
Reserve.  We  refer  only  to  the  working  balances  in 
India  and  London — Treasury  balances.  These  work- 
ing balances  in  India,  as  we  have  seen  in  Chapter  II., 
are  not  only  for  meeting  the  current  expenditure 
on  revenue  and  capital  account  of  the  Government 
of  India  and  Provincial  Governments,  but  also  the 
expenditure  of  district  and  sub-district  boards  and 
municipalities  which  bank  with  Government.  These 
balances,  too,  include  the  deposits  of  savings  banks 
and  miscellaneous  funds.  The  working  balance  in 
London  is  to  provide  ways  and  means  for  expenditure 
incurred  in  the  United  Kingdom  by  the  Secretary  of 
State  on  behalf  of  the  Government  of  India.  On 
revenue  account  this  expenditure  (amounting  in  the 
year  ending  March  31,  1918,  to  £24,000,000)  includes 
the  expenditure  on  the  interest  and  management  of 
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debt,  stores,  as  well  as  pensions,  salaries,  and  other 
charges.  Large  sums  are  also  required  on  capital 
account,  i.e.  for  capital  expenditure  in  London  mainly 
in  connection  with  railways  and  irrigation  works  in 
India.  The  repayment  of  temporary  debt  and  the 
guaranteed  debentures  and  bonds  of  Indian  railways, 
whether  the  money  for  such  repayment  is  borrowed  or 
not,  makes  considerable  inroads  on  this  balance.  It 
will  be  seen  that  Indian  balances  have  no  analogy  with 
those  of  the  British  Government.  Indian  balances  in 
the  first  place  include  funds  which  have  no  parallel 
with  the  funds  which  go  to  make  up  the  British 
Government  deposits.  Such  funds,  unlike  those  of 
the  Government  of  India,  are  practically  held  entirely 
in  one  place,  at  the  Bank  of  England.  A  small 
balance,  it  is  true,  is  kept  at  the  Bank  of  Ireland. 
That,  however,  is  unimportant. 

Indian  balances  are  kept  in  treasuries  and  sub- 
treasuries,  at  the  head  offices  and  branches  of  the 
Presidency  banks,  and  in  the  Reserve  treasuries. 
On  March  31,  1919,  28  per  cent  of  the  closing 
balances  were  in  treasuries  and  sub-treasuries,  45  per 
cent  in  the  head  offices  of  the  Presidency  banks,  and 
13  per  cent  at  their  branches  ;  the  remainder,  14  per 
cent,  was  held  in  the  three  Reserve  treasuries.  In  the 
pre-war  quinquennium  a  much  larger  percentage  was 
kept  in  Reserve  treasuries,  but  since  that  date,  as  we 
shall  see,  there  has  been  a  change  of  policy.  The 
head  offices  of  the  Presidency  banks  held  a  corre- 
spondingly larger  share.  This  interesting  fact  is 
brought  out  in  the  following  table  : 
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Indian  Cash  Balances 
(In  lakhs  of  rupees.) 


Head  offices 

Branches 

Last  day  in  Marcli. 

Treasuries. 

of  the 

Presidency 

banks. 

of  the 
Presidency 

banks. 

Beserve 
treasuries. 

Total. 

Pre-war  average 

(1910-14)      . 

9,42 

2,08 

2,81 

7,60 

21,91 

1915  . 

10,17 

2,62 

3,33 

6,05 

22,17 

1916  .        .        . 

8,52 

2,15 

3,76 

3,59 

18,02 

1917  .        .        . 

8,26 

5,95 

4,17 

4,56 

22,94 

1918  . 

7,57 

9,55 

3,40 

2,47 

22,99 

1919  .       .       . 

7,25 

11,81 

3,33 

3,58 

25,97 

Five  war  years' 

average 

8,35 

6,42 

3,60 

4,05 

22,42 

The  number  and  percentage  share  of  each  on  March 
31,  1919  and  previous  years  were  as  foUows  : 


Number  on 

March  31, 

1919. 

Pre-war 
average, 
1910-14. 

War 
average, 
1915-19. 

March  31, 
1919. 

District  treasuries  . 
Presidency  banks — 

Head  offices. 

Branches 
Reserve  treasuries 

Total     .       .       . 

272 

3 

42 
3 

43 

9 
13 
35 

37 

29 
16 
18 

28 

45 
13 
14 

320 

100 

100 

100 

District  treasuries  include  sub-treasuries,  which 
are  merely  centres  for  collectrng  revenue.  Very  few 
payments  are  made  by  sub-treasuries.  Sub-treasury 
surpluses  are  sent  at  frequent  intervals  to  the  district 
treasury,  and  in  some  cases  arej  for  convenience, 
remitted  to  a  neighbouring  treasury,  especially  when 
that  treasury  is  short  of  funds.  In  each  district  there 
is  one  treasury,  and  attached  to  that  treasury  are  two 
or  more  sub-treasuries.  The  whole  of  the  district 
revenue,  whether  in  the  form  of  land  revenue,  excise, 
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stamp  duties,  etc.,  comes  in  irregularly  both  as  regards 
dates  and  amounts.  At  tte  district  headquarters  the 
expenditure  includes  that  for  ordinary  administration, 
roads,  schools,  hospitals,  in  some  cases  for  troops, 
commissariat,  transport,  and,  if  the  station  happens 
to  be  a  particularly  healthy  or  bracing  one  (and 
therefore  a  favourite  resort  of  pensioners),  also  for 
pensions.  The  net  outgoings  are  at  times  high,  and 
a  balance  to  meet  this  must  be  kept.  Of  these  district 
treasuries  the  majority  are  medium  treasuries,  i.e. 
their  transactions  annually  are  from  75  to  200  lakhs. 
Treasuries  whose  transactions  are  over  200  lakhs  a 
year  may  be  classed  as  large  treasuries,  of  which 
Madras  has  the  highest  number  (12  out  of  44).  Next 
in  importance  in  this  respect  to  Madras  are  Bombay 
and  the  United  Provinces.  The  United  Provinces 
possess  the  largest  number  of  medium  treasuries,  and 
Burma  and  the  Punjab  the  largest  number  of  small 
treasuries,  i.e.  under  75  lakhs.  There  are  some 
treasuries,  especially  in  Burma  and  Madras,  which 
have  considerable  surpluses  of  income  over  expendi- 
ture, and  "supply  bills"  and  "telegraphic  transfers" 
are  ordinarily  sold  on  these  by  the  Accountant-General 
in  places  where  there  are  deficit  treasuries.  In  the 
United  Provinces  there  are  49  treasuries,  40  in  Burma, 
30  in  Bombay,  29  in  the  Punjab,  27  in  Bengal,  25  in 
Madras,  22  in  the  Central  Provinces,  20  in  Behar  and 
Orissa,  13  in  Assam,  and  13  mainly  in  Indian  States, 
i.e.  political.  These  "  political "  treasuries  do  not 
have  the  usual  fluctuations  that  are  due  to  different 
seasons  of  revenue  collections.  Of  the  total  number 
of  treasuries  46  per  cent  are  medium,  38  per  cent  small, 
and  16  per  cent  large. 

Next  as  to  the  balances  at  Presidency  banks  and 
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their  branches.  Under  agreements  with  the  Pre- 
sidency banks,  minimum  balances  of  E.  35  lakhs  at 
the  Bank  of  Bengal,  R.  20  lakhs  at  the  Bank  of 
Bombay,  and  R.  18  lakhs  at  the  Bank  of  Madras — 
a  total  of  R.  73  lakhs — are  kept  at  the  head  offices. 
Government  have  midertaken  to  pay  interest  on  any 
deficiency  at  the  current  rate  of  demand.  In  practice 
the  actual  Government  balances  are  much  higher, 
especially  during  the  busy  season,  and,  since  the  new 
policy  subsequent  to  1913  described  below,  these 
balances  have  been  very  much  higher.  There  was 
also  a  working  arrangement  with  the  Banks  of  Bengal 
and  Bombay  under  which  the  Government  balances 
at  their  head  offices  were  not,  as  a  rule,  allowed  to 
exceed  100  and  50  lakhs  respectively,  and  the  Banks 
were  liable  for  interest  when  excesses  over  these  sums 
occurred  and  objection  was  taken  to  their  withdrawal. 
In  1899  the  Secretary  of  State,  while  leaving  to  the 
Government  of  India  their  traditional  discretion  in 
the  management  of  the  Treasury  balances,  stated  that 
loans  to  Presidency  banks  should  not  as  a  rule  be 
granted  at  a  rate  of  interest  below  the  prevailing 
bank  rate.  Subsequent  to  this,  six  loans  only  have 
been  made  to  the  Presidency  banks,  viz.  two  in  1901, 
one  in  1902,  one  in  1905,  and  two  in  1906,  the  amounts 
varying  from  R.  20  to  R.  40  lakhs.  In  a  despatch 
dated  September  25,  1913,  the  Government  of  India 
said :  ^ 

For  the  last  six  years  we  have  received  no  application  for 
a  loan  from  any  of  the  three  banks,  and  this  fact  we  attribute, 
not  to  a  plentiful  supply  of  funds  throughout  these  years 
in  the  commercial  centres  of  the  country,  but  to  the  existence 

1  Despatch  of  the  Government  of  India  to  the  Secretary  of  State,  No.  268, 
dated  September  25,  1913,  para.  3. 
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of  the  above-mentioned  condition  regarding  interest.  If 
loans  are  to  be  granted  only  at  the  current  market  rate,  it 
is  only  natural,  we  think,  that  the  Presidency  banks  should 
find  themselves  in  the  position  either  of  having  to  refuse 
such  assistance,  or  of  being  obliged  further  to  raise  their  own 
rate  ;  otherwise  they  would  obtain  no  remuneration  for  the 
work  done  and  for  the  risk  taken  by  them. 

Government  were  of  opinion  that  short-term  loans 
should  be  made  to  Presidency  banks  at  1  per  cent 
below  bank  rate  as  a  special  case  with  reference  to 
the  coming  busy  season  alone,  the  loans  being  against 
the  security  of  rupee  paper,  and  only  when  some  high 
bank  rate  such  as  7  or  8  per  cent  had  been  reached 
or  was  about  to  be  reached.  The  Chamberlain  Com- 
mission supported  this.  Sir  William  Meyer,  in  intro- 
ducing his  last  Financial  Statement  (that  for  1918-19), 
referred  with  just  pride  to  this  policy  of  a  more  liberal 
utilisation  of  the  funds  of  Government  to  secure  relief 
to  commercial  and  financial  interests  in  time  of 
stringency.  "  It  has  been  my  consistent  policy,' '  he 
said,  "  to  give  proof  of  this  desire  by  making  temporary 
loans  (as  has  been  done  on  occasion)  to  the  Presidency 
banks  ;  by  leaving  in  deposit  with  them,  till  actually 
required  by  us,  the  proceeds  of  our  public  loans  ;  by 
avoiding  as  much  as  possible  the  lock-up  of  funds  in 
our  '  Reserve  treasuries  '  ;  and  by  the  maintenance 
with  the  Presidency  banks  of  balances  at  all  times 
considerably,  and  at  certain  periods  far,  in  excess  of 
the  standards  previously  observed.  It  is  largely  owing 
to  action  of  this  character  that  it  has  been  possible  to 
secure  the  money  market  against  the  strain  to  which 
our  war  finance  must  othervsdse  have  exposed  it,  and 
in  particular  to  raise  the  large  sums  we  have  recently 
obtained  by  way  of  loan  without  materially  incon- 
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veniencing  tlie  market."  It  is  unnecessary  to  add  in 
this  connection  that  Government  hold  no  part  of  their 
balances  with  banks  other  than  the  Presidency  banks. 
In  the  case  of  the  branches  of  Presidency  banks  there 
is  no  definite  agreement  regarding  the  balances  to  be 
kept,  but  to  encourage  the  opening  of  new  branches 
a  maximum  balance  for  a  certain  number  of  years  has 
in  recent  years  been  guaranteed.  The  money,  there- 
fore, belonging  to  Government  at  such  branches  is  not 
entirely  free  money.  The  branch  merely  takes  the 
place  of  the  treasury.  The  amount  of  such  balances 
is  fixed  by  the  Accountant-General  with  reference 
to  the  demand  of  the  particular  treasury,  and  is  drawn 
away,  as  in  the  case  of  district  treasuries,  when  it 
becomes  too  large.  Government  deposits  in  the 
Presidency  banks  in  recent  years  as  compared  with 
the  pre-war  average  are  set  out  below. 


Government  Deposits  at  the 

THBEE 

Presidency 

Banks 

(In  lakhs  of  rupees.) 

Bank  of  Bengal. 

Bank  of  Bombay. 

Bank  of  Madras. 

Last  week  of 
March. 

Grand 
total. 

Head 
office. 

Bran- 
ches. 

Total. 

Head 
office. 

Bran- 
ches. 

Total. 

Head 
office. 

Bran- 
ches. 

Total. 

Pre-war  average 

(1910-14)     . 

85 

1,42 

2,27 

70 

1,21 

1,91 

40 

45 

85 

5,03 

War    average 

(1915-19)     . 

2,98 

1,40 

4,38 

2,49 

1,22 

3,71 

64 

72 

1,36 

9,45 

1915  .       .       . 

98 

1,53 

2,51 

79 

1,42 

2,21 

56 

51 

1,07 

6,79 

1916  .       .       . 

97 

1,38 

2,35 

48 

1,40 

1,88 

52 

64 

1,16 

5,39 

1917  . 

3,74 

1,44 

4,91 

2,48 

1,20 

3,68 

53 

88 

1,41 

10,00 

1918  .       .       . 

3,04* 

1,18* 

4,22* 

4,47 

1,24 

5,71 

82 

71 

1,53 

11,46 

1919  .       .       . 

6,47t 

l,44t 

7,91t 

4,26  + 

83  + 

5,08  + 

78 

86 

1.64 

14,63 

•  Hgures  for  week  ending  April  2.  -f  Figures  tor  week  ending  AprU  1. 

t  Figures  for  week  ending  April  6. 

The  Reserve  treasuries  were  the  outcome  of  the 
unsatisfactory  nature  of  the  agreements  with  the 
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Presidency  banks  of  January  2,  1866.  By  that 
agreement  Government  were  to  keep  a  casli  balance 
at  the  head  offices  of  the  banks  as  far  as  possible 
limited  in  amount — 70  lakhs  at  the  Bank  of  Bengal, 
40  lakhs  at  the  Bank  of  Bombay,  and  25  lakhs  at  the 
Bank  of  Madras.^  The  banks  were  allowed  to  use 
the  whole  of  the  balances  for  banking  purposes,  and 
interest  was  to  be  paid  by  Government  when  the 
Government  balance  at  the  head  offices  fell  below  a 
minimum,  the  minimum  being  in  the  case  of  the  Bank 
of  Bengal  45  lakhs,  of  Bombay  25  lakhs,  and  of 
Madras  20  lakhs.  At  the  branches  no  maxima  or 
minima  were  fixed.  The  banks  were  free  to  employ 
the  whole  of  the  balances  at  branches  for  banking 
purposes,  subject  to  the  condition  that  each  branch 
should  meet  the  drafts  of  Government  at  all  times  to 
the  extent  of  the  Government  balances  at  the  branch. 
In  1874  the  arrangements  entered  into  eight  years 
previously  were  found  to  be  still  imperfect.  There 
was  scarcity  in  Bihar  and  North  Bengal,  and  Govern- 
ment had  to  import  from  Rangoon  rice  for  relief 
purposes.  The  Bank  of  Bombay  was  informed  that 
Government  would  require  30  lakhs,  their  balance  at 
the  Bank  being  then  almost  a  crore.  The  Bank  of 
Bombay  was  unable  to  meet  Government's  demands, 
and  the  Government  of  Bombay  telegraphed  to  the 
Viceroy  warning  the  Government  of  India  that  it  was 
"placing  the  Exchange  banks  and  the  trade  of  Bombay 
in  great  danger,"  and  that  if  it  drew  on  the  Bank  of 
Bombay  there  would  be  a  general  panic.  Under  the 
agreement  Government  had  promised  to  keep  a 
minimum  of  25  lakhs,  and  thus  when  the  money  was 

^  These  amounts,  fixed  in  1866,  were  revised  as  explained  seriatim  in 
this  chapter  (see  above).  ^ 
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urgently  required  they  were  deprived  of  the  use  of 
R.  75  lakhs.  The  trouble  had  not  arisen,  as  in  the  case 
of  the  Bank  of  Bengal  in  1863,  from  over-investment 
in  Government  securities.  The  Bank  held  at  the  time 
only  about  R.  30  lakhs  of  Government  securities  of  its 
own,  and  it  had  lent  money  on  R.  42|  lakhs.  It  had 
discounted  no  less  than  about  140  lakhs  of  bUls,  and 
herein  was  the  difficulty.  There  appeared  to  be  an 
insufficiency  of  the  Bank's  capital  as  compared  with 
the  Government  deposits  in  the  Bank.  The  Govern- 
ment of  India,  therefore,  suggested  to  the  Secretary 
of  State  that  the  banks  should  have  the  use  of  only 
a  portion  of  the  balances.  It  was  proposed  to  hold 
the  remainder  as  an  independent  reserve  by  Govern- 
ment which  could  be  drawn  on  in  times  of  financial 
crisis  and  famine.  The  size  of  this  reserve  was  to 
be  2  crores.  "  I  agree,"  said  the  Secretary  of  State, 
"  with  your  Excellency  in  the  doubts  you  express  as 
to  the  real  value  of  artificial  facilities  which  arise  from 
large  Government  balances  with  the  banks.  Capital 
supplied  by  Government,  and  not  representing  the 
savings  of  the  community,  is  a  resource  on  whose 
permanence  no  reliance  can  be  placed,  and  which 
therefore  tends  to  lead  traders  into  dangerous  com- 
mitments. It  gives  ease  for  a  time,  and  produces  a 
prosperity  which  is  at  the  mercy  of  an  accident.  .  .  . 
It  will  be  competent  for  your  Financial  Department 
either  to  retain  it  in  the  Treasury,  or  to  lend  it  for 
short  terms  under  suitable  conditions  as  to  interest 
and  security."  This  proposal  of  lending  money  in 
India  itself  on  short  loan  was  not  put  into  practice. 
Mr.  Chapman,  the  Financial  Secretary  at  that  time, 
thus  crystallised  the  view  then  held,  viz.:  "We  should 
be  seldom  able  with  any  advantage  to  lend  money  in 
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this  way  in  the  interior.  We  might  do  so,  sometimes, 
at  the  Presidency  towns.  But  this  would  involve' 
serious  competition  with  the  Presidency  banks  ;  and 
I  should  be  inclined  to  lend  money,  if  at  all,  usually 
ihrougJi  them.  ...  I  am  disposed  to  fear  that  if  the 
Government  enters  into  competition  with  the  banks, 
it  will  inflict  upon  them  a  grave  injury  ;  and  I  should 
prefer  not  to  attempt  it.  This  project,  moreover, 
seems  to  me  to  be  inconsistent  with  the  policy  of  the 
Government  of  India  which  intends  to  prevent  all 
dependence  by  trade,  directly  or  indirectly,  upon  the 
Government  balances."  In  1876  the  new  agreements 
based  on  the  despatch  of  May  1875  came  into  force. 
Government  undertook  not  to  allow  the  balances  to 
fall  below  a  certain  minimum,  and  should  they  fall 
below  the  minimum  the  Government  of  India  agreed 
to  pay  as  before  interest  to  the  banks,  and  at  the  same 
time  they  were  careful  not  to  mention  any  maximum. 
They  said  as  a  rule  the  cash  balances  at  the  Bank  of 
Bengal  would  be  R.  100  lakhs,  at  the  Bank  of  Bombay 
R.  50  lakhs,  and  at  the  Bank  of  Madras  R.  30  lakhs. 
This,  however,  was  not  inserted  in  the  agreement.  A 
Reserve  treasury  was  in  the  same  year  formed  at 
Calcutta,  and  in  1879  it  was  decided  to  establish 
Reserve  treasuries  at  Madras  and  Bombay.  It  is 
interesting  to  read  the  history  of  the  establishment  of 
these  Reserve  treasuries  in  the  light  of  Sir  William 
Meyer's  statement  above.  In  the  interval  the  Presi- 
dency banks  have,  of  course,  greatly  increased  their 
resources. 

The  balance  in  London  is  kept  at  the  Bank  of 
England,  and  to  a  very  small  extent  in  the  India  Office. 
A  minimum  balance  of  £500,000  is  by  a  long-standing 
agreement  kept  at  the  Bank  of  England,  where  by 
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Act  of  Parliament  the  account  of  the  Secretary  of 
State  must  be  held  in  the  United  Kingdom.  A 
trifling  sum,  till  money,  is  held  by  the  Accountant- 
General,  and  a  few  sub-accountants  of  the  India  Office. 
The  remainder  is  placed  on  temporary  loan  in  the 
City  and  earns  interest. 


II 

Minimum  Cash  Balances 

The  minimum  working  balance  in  India  is  normally 
reached  in  November  or  December,  and  this  minimum 
is,  in  ordinary  circumstances,  £8,000,000.  Since  the 
withdrawals  from  Government  treasuries  exceed  in- 
comings between  April  1  and  March  31,  it  is  usual 
to  budget  for  an  opening  balance  on  April  1  of  over 
£12,000,000.  This  is  arrived  at  from  experience  after 
an  examination  of  the  Resource  operations  (i.e.  the 
machinery  by  which  treasuries  are  kept  in  funds). 
The  importance  of  periodically  reviewing  the  amounts 
so  held  in  order  to  secure  economy  of  balances  and  to 
take  advantage  of  every  facility  for  remittance  in 
these  days  of  increased  communications  is  not  lost 
sight  of.  The  minimum  working  balance  required  in 
London  is  normally  £4,000,000,  which  is  not  excessive 
in  view  of  the  large  payments  that  fall  due  at  the 
beginning  of  each  quarter.  Of  the  closing  balance  on 
March  31,  £4,000,000,  more  than  one-half  is  required 
for  interest  payments  at  the  beginning  of  April.  The 
India  Office  frames  its  Ways  and  Means  on  the  amoxmt 
which  the  Government  of  India  can  meet  from  Council 
drafts  throughout  the  year,  and  arranges  to  borrow 
the  remainder,  budgeting  for  a  closing  balance  on 
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March  31  of  about  £4,000,000.  If  this  is  in  excess 
the  India  Office  reduces  its  borrowings  or  increases 
the  estimate  of  capital  expenditure  for  the  new 
financial  year.  The  balance  at  the  end  of  this  financial 
year  is,  as  in  India,  brought  down  to  normal  as  far 
as  possible. 


Ill 

Cash  Balances  and  Budgeting 

We  must  now  traverse  the  wilderness  of  the  financial 
statements  in  order  to  elucidate  the  statistical  position 
regarding  cash  balances.  When  all  is  said  and  done, 
we  find  that  the  normal  closing  balances  of  a  shade 
over  £16,000,000  have  not  been  worked  down  to  since 
1908.  The  closing  balances  in  India  and  in  London 
(to  the  nearest  million  sterling)  were  as  follows  : 


Closing  Balances 


March  31. 

India 
(normal 
£12i  m.) 

London 
(normal 
£4m.) 

Total 
(normal 
£16im.) 

Increase  (  +  )  or  decrease  (-) 
per  cent,  over  normal. 

India. 

London. 

Total. 

1908 

13 

5 

18 

+   5 

+   25 

+  10 

1909 

10 

8 

18 

-19 

+  100 

+  10 

1910 

12 

13 

25 

-   3 

+  225 

+  53 

1911 

13 

17 

30 

+   5 

+  325 

+  84 

1912 

12 

18 

30 

-   3 

+  350 

+  84 

1913 

19 

9 

28 

+  54 

+  125 

+  71 

1914 

16 

8 

24 

+  30 

+  100 

+  47 

1915 

15 

8 

23 

+  22 

+  100 

+  41 

1916 

12 

7 

19 

-   3 

+   75 

+  16 

1917 

15 

5 

20 

+  22 

+   25 

+  22 

1918 

15 

11* 

26 

+  22 

+  175 

+  59 

1919 1 

17 

n 

26 

+  38 

+  125 

+  59 

*  Excludes  the  special  reserve  of  £20,000,000. 

t  Provisional. 

t  Excludes  the  special  reserve  of  £7,000,000. 
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No  one  would  regard  the  balances  of  1908  and  1909 
as  unreasonably  high.  Th6  balances  of  the  four  years 
1910  to  1914  were  responsible  for  considerable  criticism 
in  India  as  well  as  in  London.  As  a  result  of  this  the 
first  term  of  reference  to  the  Chamberlain  Commission, 
it  will  be  remembered,  was  "  to  inquire  into  the 
location  and  management  of  the  general  balances  of 
the  Grovernment  of  India."  We  shall  see,  when  we 
look  back  on  these  years  with  the  wisdom  that  comes 
from  experience,  that  there  was  great  moderation 
practised  in  the  estimates  of  all  ordinary  revenues, 
and  that  this  moderation  was  based  on  reasons  not 
hastily  or  lightly  entered  upon.  In  regard  to  the 
closing  balances  in  war  time  a  greater  strain  was 
placed  on  the  balances  in  India.  Large  and  frequently 
unexpected  payments  had  to  be  made  in  India  against 
payments  by  the  Home  Government  to  the  Secretary 
of  State  in  London  which  could  not,  except  by  sUver 
purchases,  be  remitted  to  India.  Such  purchases 
were,  as  we  have  seen,  a  question  of  the  greatest 
difficulty,  being  limited  by  the  difficulty  of  obtaining 
silver.  In  all  these  cases  a  large  balance  means  in 
plain  language  that  there  was  an  excess  of  net  receipts 
over  the  budget  figure.  To  examine  the  reasons  of 
this  truism  we  must  turn  to  the  excess  of  surpluses 
over  the  amounts  actually  budgeted  for  in  each  year. 
These  were  as  follows  : 


[Table 


BALANCES 

(In  thousands  of  £  sterling.) 


321 


Year 

As  budgeted  for. 

Actuals. 

ending 
March  31. 

Smplus  (+)  or  deficit  (-). 

Surplus  ( + )  or  deficit  ( - ).            1 

Imperial. 

Provincial. 

Total. 

Imperial. 

Provincial. 

Total. 

1908     . 

+    775 

-    443 

+    332 

+     306 

- 1,021 

-       715 

1909     . 

+    571 

-    525 

+      46 

-3,738 

-     667 

-   4,405 

1910     . 

+    231 

_    201 

+      30 

+    607 

+    894 

+   1,501 

1911     . 

+    376 

-    622 

-     246 

+  3,936 

+  1,961 

+  5,897 

1912     . 

+    819 

-  1,716 

-     897 

+  3,940 

+    969 

+  4,909 

1913     . 

+ 1,478 

- 1,558 

80 

+  3,108 

+  4,514 

+   7,622 

1914     . 

+  1,326 

-  2,912 

-  1,586 

+  2,312 

-     283 

+   2,029 

1916     . 

+  1,256 

-  3,206 

- 1,950 

- 1,785 

-2,190 

-   3,975 

1916     . 

-2,957 

-  1,078 

-4,035 

-1,189 

+     131 

-    1,058 

1917     . 

+    826 

-    353 

+    473 

+  7,478 

+  2,397 

+   9,875 

1918     . 

+    135 

-       98 

+    337 

+  8,087 

+  2,059 

+  10,146 

1919     . 

+  2,582 

+    131 

+  2,713 

-4,568* 

+    979* 

-   3,589* 

•  Revised  estimate,  actuals  not  yet  being  available. 

Each  budget  provided,  of  course,  for  a  reduction 
of  the  closing  balance  to  a  figure  in  the  neighbourhood 
of  the  normal,  but  this  good  intention  was  frustrated 
by  unexpected  windfalls  or  increases  in  revenue,  or 
by  under-spending.  In  the  years  ending  March  31, 
1910  to  1914,  five  prosperous  years,  there  were  large 
imperial  surpluses,  and,  except  in  1914,  also  provincial 
surpluses.  In  1917  and  1918  there  were  record  sur- 
pluses, the  surplus  for  the  year  ending  March  31, 
1918,  being  no  less  than  £10,000,000  sterling. 

In  the  pre-war  years  the  causes  for  the  high 
balances  may  be  grouped  into  two  classes — (1)  high 
revenue  surpluses,  especially  from  opium,  and  (2) 
under-spending  not  on  the  score  of  intentional  economy 
but  from  a  real  failure  to  expend.  As  to  the  first  of 
these,  Government  were  compelled  to  moderate  their 
estimates.  The  terrible  calamity  from  a  financial 
point  of  view  of  the  loss  of  opium  revenue  was  hanging 
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over  the  Finance  Department.  It  was  impossible  to 
say  what  the  next  year  would  exactly  bring  in,  because 
in  Indian  finance,  as  in  politics,  it  is  often  the  un- 
expected that  happens.  The  receipts  of  opium,  being 
so  precarious,  were  deliberately  estimated  at  a  figure 
which  they  would  reach  under  the  least  favourable 
circumstances,  and  the  surplus  over  that  figure  was 
hypothecated  to  certain  classes  of  expenditure,  such 
as  education  and  sanitation.  Moderation  in  budget- 
ing was  required,  because  in  India  at  the  time  when 
the  estimates  are  made  it  has  to  be  assumed  that  the 
harvest  will  be  normal,  and  that  all  other  factors 
depending  on  it  will  be  equally  so.  The  monsoon,  as 
every  one  knows,  is  the  jugular  vein  of  Indian  trade 
and  prosperity.  Everything  depends  on  it.  After 
Sir  Edward  Baker  had  reduced  as  far  as  practicable 
all  the  extra  taxation  imposed  when  Government 
were  struggling  against  a  bad  exchange,  there  came 
a  swift  succession  of  misfortunes — those  of  1907, 1908, 
and  1909,  which  included  the  famine  of  1907  and  the 
American  financial  crisis.  When  Sir  Guy  Fleetwood 
Wilson  assumed  office,  he  impressed  on  all  the  dangers 
and  diflSculties  to  which  India  and  her  budget-makers 
were  then  exposed.  He  counselled  caution.  One 
sometimes  forgets  how  large  the  personal  element 
plays  in  framing  a  budget,  especially  at  a  time  of  un- 
certainty when  it  is  necessary  to  be  on  the  safe  side. 
Temporary  reductions  in  the  scale  of  taxation  were 
out  of  the  question,  especially  because  the  finances 
were  faced  with  the  disappearance  of  the  opium 
revenue  and  with  huge  calls  on  the  public  purse  for 
education,  sanitation,  medical,  police,  and  the  army. 
In  these  circumstances  it  was  clearly  preferable  to 
make  use  of  these  additional  resources  provided  by 
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a  run  of  good  fortune  in  Indian  finance  not  for  the 
reduction  of  taxation  (which  could  at  the  best  be 
only  temporary)  but  for  the  strengthening  of  the 
general  position.  The  under-spending  was  especially 
marked  in  1910-11,  when  over  £3,000,000  out  of 
£6,500,000  on  capital  account  remained  unspent  in' 
India,  and  £1,000,000  out  of  £6,250,000  in  London  at 
the  end  of  the  year.  The  railways  were  the  great 
sinners  in  this  respect.  They  could  not  work  up 
to  their  budget  estimates.  Local  Grovernments,  too, 
which  received  the  surpluses  of  revenue  at  the  end  of 
the  year,  were  also  unable  to  spend  profitably  and  with 
due  dehberation,  and  the  money  was  put  away  in  the 
provincial  balances  which  form  an  item  in  the  Imperial 
account  until  such  time  that  the  money  could  be  spent 
wisely  and  well.  The  Chamberlain  Commission  in 
regard  to  under-spending  were  of  opinion  that  much  of 
it  was  attributable  to  Indian  railway  companies  rather 
than  to  the  Grovernment  authorities  in  London  and 
India,  and  they  suggested  a  plan  of  a  settled  pro- 
gramme of  railway  development  providing  for  three 
or  four  years  in  advance.  If  this  plan  were  properly 
followed  up  in  other  respects,  it  was  thought  that  this 
would  certainly  reduce  the  under-spending.  Under- 
spending is  known,  as  a  rule,  late  in  the  financial  year, 
while  borrowings  by  the  Secretary  of  State  to  meet 
his  expenditure  take  place  earlier  when  the  money 
market  is  favourable. 

The  first  two  years  of  war  saw  a  reduction  of  the 
closing  balance  from  £24,000,000  in  March  1914  to 
£19,000,000  in  March  1916.  The  actuals  of  these 
years  produced  a  deficit,  as  will  be  seen  from  the  table, 
of  over  £5,000,000,  as  against  a  budget  estimate  of 
nearly  £6,000,000.     In  the  two  years  ending  March 
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1917  and  1918  taken  together  the  budget  actuals 
showed  a  surplus  of  £20,000,000  against  £500,000  as 
anticipated.    There  were  large  increases  in  revenue. 
In  1917-18  railway  receipts  broke  all  previous  records. 
Salt,  customs,  income-tax,  mint,  posts  and  telegraphs, 
iiiterest,  excise,  and  miscellaneous  showed  increases 
over  the  anticipatory  receipts.     In  1918-19  railway 
receipts  again  reached  a  new  high  record,  and  excise, 
customs,  income-tax,  mint,  and  miscellaneous  were 
also  higher  than  was  expected.    After  allowing  for  a 
falling  off  in  land  revenue  (owing  to  the  deficient 
monsoon  of   1918),   higher  military  outlay,   and  a 
general  rise  in  the  expenses  of  civil  departments,  due 
in  some  cases  to  the  increased  allowances  for  the 
higher  cost  of  living,  there  was  an  imperial  surplus  of 
over  £2,500,000.     Before  the  war  the  difficulty  with 
regard  to  balances  was  to  provide  sufficient  total 
resources  to  meet  capital  expenditure  on  productive 
works.     There  was  no  difficulty  as  regards  the  dis- 
tribution of  these  balances,  because  Council  drafts  (by 
which  the  Government  of  India's  funds  are  remitted 
home  to  pay  for  the  outlay  on  material,  etc.)  were, 
as  a  rule,  considerably  less  than  the  trade  demands. 
Since  the  war,  especially  since  1916-17,  the  difficulty 
has  been  one  of  distribution.     Owing  to  the  large 
disbursements  by  Government  in  this  country,  the 
Secretary  of  State   (who  was  paid  in  London  by 
the  Home  Government  and  foreign  Goverrmaents) 
accumulated  abnormally  large  balances.    In  1917-18 
a  special  reserve  of  £20,000,000  invested  in  British 
Treasury  bills  and  National  war  bonds,  apart  from 
the  Secretary  of  State's  ordinary  cash  balance,  was 
set  aside  to  meet  liabilities  (such  as  the  temporary 
borrowings  on  Treasury  bills  in  India)  which  will  have 
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to  be  met  in  future.  In  1918-19  this  was  increased  by 
£7,000,000.  The  funds  are  banked  in  London  and, 
except  in  so  far  as  the  Secretary  of  State  could  purchase 
and  remit  silver  to  India,  these  resources  could  not  be 
brought  to  India.  It  was  necessary,  it  may  be  noted 
in  passing,  to  incur  a  large  amount  of  floating  debt 
in  India,  and  to  borrow  large  sums  from  the  Paper 
Currency  Reserve  as  an  aid  to  Treasury  balances.  A 
part  of  the  receipts  from  Council  drafts  was  devoted 
to  the  purchase  of  British  Treasury  bills  and  placed 
in  the  London  branch  of  the  Paper  Currency  Reserve, 
and  an  equivalent  amount  was  added  from  the  Indian 
branch  to  currency.  In  1916-17  a  part  of  the  Council 
drafts  paid  in  India  was  also  paid  from  the  Gold 
Standard  Reserve,  a  corresponding  amount  being 
credited  to  the  Gold  Standard  Reserve  in  London. 
This  was  an  additional  assistance  to  Treasury  balances 
in  India. 

The  question  then  resolves  itself  into  this.  The 
framing  of  estimates  at  the  present  time  has  an 
element  of  uncertainty,  because  the  data  to  be  worked 
on  are  to  a  certain  extent  both  hazy  and  hazardous. 
Framing  budget  estimates,  in  other  words,  is  a  difficult 
task,  because  there  is  at  present  the  unknown  factor 
of  the  year's  monsoon.  The  framer  of  budgets, 
therefore,  is  liable  to  foozle  his  shots  sometimes 
disastrously.  Can  this  be  improved  without  spend- 
thrift extravagance  ?  The  Chamberlain  Commission 
on  reporting  on  the  rise  of  the  closing  balances  was 
of  opinion  that  the  question  was  primarily  one  of 
estimating,  and  although  cautious  estimating  was  in 
the  circumstances  justifiable,  it  was  carried  rather 
further  than  was  necessary.  It  was,  at  the  same  time, 
much  better  to  err  in  this  respect  than  to  make  too 
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sanguine  a  forecast,  the  consequences  of  whicli  involve 
expenditure  beyond  real  resources  and  the  risk  of  a 
deficit.  "  In  the  circumstances  of  such  a  country  as 
India  it  is  not  safe  to  spend  up  to  the  hilt  during  a 
period  of  prosperity ;  there  is  everything  to  be  said 
for  a  general  policy  of  caution  which  utilises  the 
increased  resources  of  such  a  period  to  strengthen 
the  financial  position  against  the  recurrence  of  bad 
seasons,  and  it  is  certain  that  the  adoption  of  this 
policy  in  recent  years  has  done  much  to  secure  Indian 
finance  against  vicissitudes  in  the  immediate  future." 
The  Commission  suggested  that  the  financial  year 
should  be  altered  from  April  1  to  November  1  or 
January  1.  "  There  may  be  administrative  diffi- 
culties in  carrjdng  this  suggestion  into  eSect,  but, 
financially,  it  would  be  a  great  improvement.  Criticism 
directed  against  the  inaccuracy  of  Indian  budgeting 
is  not  effectively  answered  by  a  reference  to  the  diffi- 
culties which  arise  under  present  conditions.  It  has 
to  be  shown  further  that  these  difficulties  cannot  be 
removed  by  a  change  of  date  without  incurring  graver 
disadvantages,  and  we  commend  the  question  to  the 
consideration  of  the  Government." 

Under  present  conditions  the  budget  is,  as  we  have 
seen,  prepared  in  ignorance  of  the  most  important 
factor  of  the  year — the  monsoon.  This  explains  why 
Indian  revenues  differ  so  greatly  according  as  the 
monsoon  is  good,  bad,  or  indifferent.  The  south-west 
monsoon  extends  from  June  to  October.  If,  there- 
fore, the  budget  were  prepared  for  the  calendar  year, 
it  would  be  prepared  with  far  greater  knowledge  of 
the  consequences  of  the  monsoon.  More  accurate 
and  satisfactory  forecasting  of  the  probabilities  of  the 
Indian  year  would  thus  be  possible.    At  the  present 
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time  tlie  budget  (or,  as  it  is  called  when  first  pre- 
sented, the  "  Financial  Statement  ")  is  laid  before  the 
Imperial  Legislative  Council  on  March  1.  In  the 
United  Kingdom  the  budget  is  presented  after  the 
new  financial  year  begins  ;  in  India  the  whole  of  the 
discussion  of  the  next  year's  budget  is  over  and  done 
with  before  the  new  financial  year  commences.  The 
budget  is,  of  course,  an  amalgamation  of  a  vast  number 
of  budgets.  The  District  Officer  prepares  his  budget 
generally  four  or  five,  even  six  months  before  the 
budget  comes  up  in  Council.  If  the  year  began  on 
November  1  some  of  the  estimates  would  be  prepared 
very  early  in  the  monsoon,  and  these  would  require 
correction  in  the  light  of  the  rainfall  in  August  and 
in  that  very  important  period,  the  third  week  of 
September.  The  September  rainfall  has  a  great  effect 
on  the  winter  crops,  the  great  export  crops. 

All  things  considered,  the  calendar  year  would  be 
much  more  suitable  than  the  year  beginning  April  1 
or  November  1.  The  advantages  would  be  that 
Government  would  have  a  full  and  complete  account 
of  the  monsoon.  They  would  know  what  the  harvests 
would  be  and  what  revenue  would  come  in  during 
the  first  three  or  four  months  of  the  year.  The  winter 
rains,  however,  would  by  that  date  not  have  fallen. 
The  present  practice  would  be  followed  of  laying 
the  Financial  Statement  before  Council  one  month 
before  the  beginning  of  the  new  financial  year — i.e. 
on  December  1.  As  Sir  James  Meston  puts  it :  "  We 
have  always  prided  ourselves  upon  our  virtue  in  that 
respect,  that  is,  upon  finishing  the  whole  of  the  dis- 
cussion before  the  year  begins. ' '  The  present  financial 
year  was  introduced  with  effect  from  April  1,  1866, 
and  it  corresponded  with  the  British  financial  year, 
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whicli  had  been  introduced  in  1855.^  In  1864  it  was 
proposed  in  the  House  of  Commons  that,  in  order  to 
enable  the  annual  statement  as  to  the  finances  of 
India  to  be  made  at  an  earlier  period  of  the  session, 
the  ofl&cial  year  should  begin  on  April  1  and  close 
on  March  31.  The  matter  was  revived  in  1866,  and 
a  Resolution,  published  in  the  Gazette  of  India,  and 
dated  May  1, 1866,  opened  with  the  following  decision: 

After  carefully  weighing  the  advantages  and  disadvantages 
of  the  adoption  of  the  calendar  year,  or  of  the  Fusli  ^  year, 
the  Governor-General  in  Council  has  come  to  the  conclusion 
that  it  would  be  best  to  antedate  the  present  financial  year 
by  a  month  only,  thereby  making  it  terminate  simultaneously 
with  the  official  year  in  England,  viz.  March  31. 

At  the  present  time  in  India  there  are  three  years 
in  use :  (1)  the  ofl&cial  year, — this  is  the  year  for 
financial  purposes ;  it  is  also  used  for  most  of  the 
trade  statistics,  although  Chambers  of  Commerce  have 
recently  signified  their  preference  for  the  adoption 
of  the  calendar  year  ;  (2)  the  calendar  year, — this  is 
used  for  returns  relating  to  tea,  coal,  justice,  crime, 
and  vital  statistics,  and  is  the  usual  year  for  com- 
mercial and  industrial  purposes ;  and  (3)  the  Fusli 
or  agricultural  year,  which  ends  on  June  30  in  all 
the  provinces  except  in  Assam,  where  the  year  ends 
on  March  31,  and  the  Central  Provinces  and  Berar, 
where  it  ends  on  May  31.  The  two  main  advantages 
of  the  adoption  of  the  calendar  year  are  (1)  greater 
accuracy  in  budgeting,  and  (2)  imiformity  with  the 

1  From  the  earliest  times,  certainly  from  1508  to  1799,  the  year  ended  at 
Michaelmas  (then  October  10) ;  from  1800  to  1832  the  year  ended  on 
January  5 ;  from  1833  to  1854  it  ended  on  January  5,  March  31,  and 
April  5.  The  reform  of  adopting  a  financial  year  ending  on  one  date, 
March  31,  was  carried  out  for  the  first  time  in  the  year  ending  March  31, 
1855.    The  new  financial  year  started  on  April  1,  1855. 

^  Agricultural. 
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business  year  of  Indian  commerce  and  industry.  It 
may  be  essential  to  brush  aside  formulas  and  con- 
ventions ;  it  may  also  be  imperative  to  deal  with  the 
possible  administrative  difficulties  in  hearty  sword- 
and-buckler  style.  The  result  will  be  great.  The 
career  of  the  Indian  budget-maker,  after  all  its  storms 
in  the  last  decade,  will  result  in  an  atmosphere  of 
peaceful  and  rosy  sunset. 

The  calendar  year  is  used  as  the  financial  year  in 
certain  parts  of  the  British  Empire  (Jamaica,  Trini- 
dad, etc.),  and  in  France,  Belgium,  Greece,  Russia, 
Switzerland,  and  the  Argentine.  In  addition  to  the 
United  Kingdom,  the  other  countries  which  have  the 
year  ending  March  31  for  financial  purposes  (but 
not  necessarily  for  trade  purposes)  are  Canada,  the 
Union  of  South  Africa,  New  Zealand,  Egypt,  Japan, 
and  Germany.  Certain  countries,  such  as  Australia, 
Newfoundland,  Italy,  China,  and  Austria,  make  their 
financial  year  end  on  June  30.  The  question  of 
changing  the  United  States  financial  year,  ending 
June  30,  to  the  calendar  year  is,  it  is  believed,  under 
consideration.  The  British  trade  returns  do  not,  like 
those  of  India,  follow  the  financial  year  but  the 
calendar  year. 

IV 

Loans 

In  1888  the  Bombay  Chamber  of  Commerce  raised 
the  important  question  of  loans  from  balances,  and 
pointed  out  that  the  Treasury  balances  were  highest 
at  the  time  when  the  demand  for  funds  for  trade 
purposes  was  greatest.     Government,  however,  did 
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not  recede  from  their  views  expressed  in  1876,  and 
held  that  trade  should  depend  on  its  own  resources, 
and  that  systematic  advances  by  Grovernment  in  the 
busy  season  would  tend  to  reduce  the  working  balances 
of  Government  to  an  unsafe  minimum,  with  the  con- 
sequent risk  of  panic .  If  any  assistance  from  Treasury 
was  to  be  given  it  should  be  through  the  Presidency 
banks  at  the  published  rate  of  interest,  in  order  to 
assist  a  temporary  stringency.  In  1898  the  Bengal 
Chamber  of  Commerce  renewed  the  proposal  and 
suggested  loans  at  1  per  cent  below  bank  rate  during 
the  months  of  January  to  May  of  each  year  from 
Treasury  balances.  The  Secretary  of  State  vetoed  the 
proposal  as  regards  the  rate.  He  beUeved  that  the 
scheme  would  interfere  with  the  remittance  to  Eng- 
land at  a  favourable  rate  of  exchange  of  the  amount 
required  for  the  discharge  of  the  sterling  obligations 
of  India.  The  grant  of  loans  in  India  was  made 
subject  to  the  retention  by  Government  of  an  amount 
sufficient  to  meet  the  probable  amount  of  remittances 
to  London,  in  addition  to  the  amount  required  for 
payments  in  India.  Loans  were  not  to  be  below 
bank  rate.  In  1913  the  proposal  was,  as  we  have 
seen,  again  raised,  and  it  met  with  better  success  at 
the  hands  of  the  Secretary  of  State.  The  Chamberlain 
Commission  also  recommended  that  Government 
should  make  loans  from  their  balances.  Since  1876 
the  position  of  the  Presidency  banks  had  immea- 
surably strengthened  with  the  expansion  of  business. 
Government  deposits  were  proportionately  less  than 
private  deposits  in  that  year.  The  loans  were  not 
to  be  permanent  but  merely  temporary  loans  during 
the  busy  season,  and  would  be  made  on  three  condi- 
tions: (1)  that  the  loaijs  should  remain  within  the 
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absolute  discretion  of  Government ;  (2)  that  the  loans 
should  be  allowed  on  good  security,  such  as  on 
Government  of  India  securities,  Port  Trust  stocks,  or 
similar  securities  ;  and  (3)  that  the  loans  should  be 
for  short  periods.  In  the  first  instance  they  should 
be  confined  to  the  Presidency  banks,  which  in  turn 
woiild  be  able  to  afford  easier  rates  to  the  other  users 
of  money,  and  these  loans  would  be  granted  at  a 
prescribed  level,  one  or  two  per  cent  below  bank 
rate.  It  was  clear  that  the  loans  were  to  be  met  from 
three  sources  :  (1)  the  unemployed  balance  in  India, 
i.e.  the  difference  between  the  minimum  working 
balance  of  November  or  December  and  the  figure  to 
which  the  balance  is  raised  during  the  busy  season 
by  the  additions  made  to  it  from  that  date  ;  (2) 
unexpected  revenue  surpluses,  such  as  those  which 
occurred  in  1911,  1912,  and  1913  ;  and  (3)  a  portion 
of  the  funds  which  have  ultimately  to  be  remitted  to 
London,  if  such  funds  might  without  loss  or  incon- 
venience be  retained  for  a  time  in  India  before  being 
remitted  to  meet  liabilities  in  London. 

It  seemed  that  undue  caution  had  been  pursued 
in  the  floatiag  of  loans  in  India. 

Those  who  are  qualified  to  speak  on  behalf  of  the  Indian 
banking  community  are  all  agreed  in  stating  that  larger  loans 
could  be  issued  each  summer  in  India,  if  some  means  were 
available  for  counteracting  the  stringency  that  recurs  annually 
in  the  winter  and  early  spring.  The  practice  of  making  loans 
from  the  Paper  Currency  Reserve  and  from  balances  will 
certainly  assist  the  Government  in  increasing  their  annual 
rupee  loans  in  the  summer.  The  banks  would  probably  be 
glad  to  keep  larger  holdings  of  Government  stocks,  if  by  so 
doing  they  did  not  run  the  risk  of  having  insuflficient  liquid 
resources  in  the  busy  season.  For  the  last  two  years  the 
rupee  loan  issued  in  India  has  amounted  to  three  crores  or 
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£2,000,000.  If  the  Government  could  count  on  raising 
larger  sums  each  summer  in  permanent  loans,  it  should  be 
possible  for  them  to  reduce  to  an  equivalent  extent  their 
estimate  of  £12,000,000  as  the  amount  of  the  closing  balance 
required  on  March  31  to  tide  over  their  summer  and 
autumn  requirements.  As  their  capital  outlay  occurs  mainly 
in  the  United  Kingdom,  they  will  thus  be  able  to  release, 
in  payment  for  Council  drafts,  some  part  of  the  amounts 
now  locked  up  in  the  Reserve  treasuries  during  the  busy 
season.  .  .  .  We  recommend  to  the  attention  of  the  Govern- 
ment of  India  the  questions  of  the  desirability  of  some  relaxa- 
tion of  the  present  regulations  in  regard  to  rupee  paper  and 
of  creating  new  forms  of  securities,  such  as  Treasury  biUs, 
short-term  bonds,  or  stock  redeemable  within  a  moderate 
period,  likely  to  be  taken  up  by  persons  to  whom  rupee  paper 
does  not  appeal. 

Wise  words  these.  We  shall  see  below  how  during 
the  war  such  methods  were  successfully  tried.  In 
regard  to  the  India  OflS.ce  balance,  which  is  mainly- 
supplied  from  the  sales  of  Council  drafts  in  India  and 
loans  raised  in  London,  the  Commission  were  of 
opinion  that  there  had  been  some  excess  of  caution 
in  the  renewal  of  debt. 

"  We  are  inclined  to  think,"  wrote  this  body  of  experts, 
"  that  in  their  dealings  with  the  temporary  debt  the  India 
Office,  like  the  Government  of  India,  are  open  to  the  charge 
of  being  over-cautious.  We  would  instance  in  particular  the 
renewal  of  £1,500,000  of  India  bills  in  December  1910  and  again 
in  December  1911.  The  fact  that  the  summer  monsoon  was 
over  and  the  probability  of  some  considerable  surplus  in  the 
receipts  from  sales  of  Council  drafts  could  be  foreseen  by  that 
period  of  the  year  would  have  justified,  we  think,  a  less  cautious 
procedure.  Another  particular  instance  of  what  appears  to 
us  to  have  been  excessive  caution  is  the  flotation  of  a  loan 
for  £3,000,000  in  London  in  April  1912,  when  the  market 
conditions  were  very  unfavourable,  regard  being  had  to  the 
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size  of  the  closing  balance  on  March  31,  1912,  viz.  £18,390,013  ; 
and  in  looking  into  this  transaction  we  have  found  some 
reason  to  doubt  whether  there  is  sufficiently  close  consulta- 
tion between  London  and  India  as  to  the  time  and  amount  of 
particular  borrowing  operations.  It  is  probable  that  in  1912 
a  larger  amount  than  three  crores  might  advantageously  have 
been  raised  by  a  rupee  loan  in  July  and  a  smaller  amount 
than  £3,000,000  by  a  sterling  loan  in  London  in  April." 

The  system  of  placing  part  of  the  balance  out  on 
short  loan  with  approved  borrowers  was  on  the  whole 
well  managed.  It  was  mentioned  in  evidence  that 
only  in  two  cases  in  twenty  years  were  borrowers 
unable  or  unwilling  to  repay  their  loans  on  the  dates 
on  which  they  were  due,  and  in  both  these  cases 
the  Indian  exchequer  suffered  no  ultimate  loss.  The 
Commission,  however,  drew  attention  to  (1)  the  terms 
for  which  the  loans  were  made ;  (2)  the  desirability 
of  greater  publicity  regarding  admission  to  the  list  of 
approved  borrowers  ;  and  (3)  certain  defects  in  the 
list  of  approved  securities,  and  especially  in  regard 
to  its  narrow  range. 

In  recent  years  one  of  the  most  striking  changes 
that  have  come  over  Indian  finance  has  been  the 
change  of  policy  in  regard  to  loans,  including  loans 
from  balances.  It  is  one  of  the  most  successful  parts, 
if  not  the  most  successful,  of  Indian  financial  policy 
during  war  time.  We  have  already  referred  to  the 
changes  in  the  balances  held  in  the  Reserve  treasuries. 
The  figures  above  speak  for  themselves.  With  the 
fall  in  the  amount  held  in  the  Reserve  treasuries  there 
has  been  a  considerable  increase  in  the  balances  at 
the  head  offices  of  the  Presidency  banks.  There  was 
an  intimate  connection  between  Government  and  the 
Presidency  banks  in  regard  to  loans,  and  Govern- 
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ment,  instead  of  lending,  found  it  on  occasions  to  their 
advantage  to  borrow  from  the  money  market.     The 
War  Loan  of  1917  amounted  to  K.  45  crores,  and  in 
October  1917  Indian  Treasury  bills  were  placed  on 
the  market  for  six,  nine,  and  twelve  months,  and  in 
January  1918  for  three  months'  money.     Including  a 
loan  of  R.  4  crores  from  the  Bank  of  Bombay,  the 
borrowings  of  the  Government  of  India  in  the  year 
ending  March  31,  1918,  reached  the  large  figure  of 
R.  93  crores.     The  size  of  this  figure  will  be  realised 
when  it  is  remembered  that  at  the  close  of  the  pre- 
war year  the  entire  rupee  debt  was  only  about  R.  146 
crores.     The  second  Indian  War  Loan  of  1918,  which 
included,  in  addition  to  three-  and  five-year  War 
Bonds,  seven-  and  ten-year  Bonds  bearing  5^  per  cent 
interest  free  of  income-tax,  and  repayable  at  R.  103 
and  R.  105  respectively,  reached  a  total  of  R.  57  crores. 
The  ten-year  Bonds  proved  a  great  attraction,  as  no 
less  than  40  per  cent  of  the  Loan  was  taken  in  that 
form.     In  the  Loan  of  1917  the  number  of  investors, 
excluding  purchasers  of  cash  certificates,  was  155,103  ; 
in  the  1918  Loan,  227,706.     In  1917-18  cash  certifi- 
cates brought  in  a  net  receipt  of  about  £6,000,000, 
and  in  1918-19  there  was  a  net  payment  of  £500,000. 
Indian  Treasury  bills  on  April  1,    1918,   still   out- 
standing, amounted  to  R.  43|^  crores,  and  on  March 
31,  1919,  excluding  Treasury  bills  issued  to  Paper 
Currency  Reserve,  the  outstandings  were  R.  28  J  crores. 
On  June  16,  1919,  Government  announced  the  issue 
of  a   5  per  cent  income-tax  free   Loan,  issued  at 
R.  95,  repayable  at  R.  100  in  1945-1955.     War  Bonds 
were  accepted  at  par  as  the  equivalent  of  cash  in 
subscription  to  the  Loan,  which  opened  on  July  2. 
To  form  a  depreciation  fund  in  order  to  buy  in  the 
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Loan  wlien  it  falls  below  the  issue  price,  1|  per  cent 
of  the  Loan  was  set  aside  annually.  Facilities  for 
purchasing  the  script  were  given  not  only  at  the 
head  offices  and  branches  of  the  Presidency  banks 
and  the  office  of  the  Controller  of  Currency,  any 
Accountant-General  or  Comptroller,  but  also  at  any 
Government  Treasury  or  sub-Treasury,  or  at  any  Post 
Office  conducting  Savings  Bank  business.  The  amount 
subscribable  was  unlimited.  These  are  illustrations  of 
the  great  advance  in  loan  policy  brought  about  by 
the  war,  and  are  in  sharp  contrast  with  the  old  rupee 
loans  of  three  or  four  crores  when  the  system  of 
tender  by  banks  and  by  financial  houses  was  the 
order  of  the  day.  Cash  certificates,  one  of  the  many 
signs  of  what  may  be  termed  the  democratisation  of 
Indian  finance,  are  now  to  continue  as  a  permanent 
feature  of  loans. 

To  sum  up,  Government  have,  it  has  been  seen, 
kept  much  smaller  amounts  in  their  Reserve  treasuries 
than  was  customary  some  years  ago,  and  have  left 
greater  balances  with  the  Presidency  banks.  They 
have  also  in  turn  been  drawn  into  closer  relations  with 
the  money  market,  which  has  been  for  Indian  finance 
all  to  the  good.  We  have  now  dug  through  the  heavy 
ground  that  had  to  be  broken  in  the  opening  para- 
graphs of  this  chapter  on  balances.  There  has  been 
a  certain  fascination  in  attempting  to  reach  the  root 
of  the  matter. 


CHAPTEE  XIII 

THE  INDIAN  BANKING  SYSTEM 
I 

The  Business  of  Banking 

Next  to  more  and  better  education,  banking  is  India's 
greatest  need  as  a  cure  for  her  currency  maladies. 
Nothing  but  these  necessaries  of  efficiency  in  a 
country's  production  will  stop  the  dissipation  of  the 
precious  metals  and  increase  her  capacity  to  produce 
wealth.  A  network  of  branch  banks  up  and  down 
the  countryside,  if  linked  to  the  pick  of  Indian  banks 
on  a  definite  and  well-thought-out  system,  will  mean 
a  great  increase  to  material  well-being.  As  an  Eastern 
proverb  truly  says :  "A  man  without  credit  is  like 
a  bird  without  wings  ;  if  he  soars  he  falls  to  the 
ground  and  dies."  In  this  and  the  following  chapters 
we  shall  take  stock  of  our  position.  We  shall  parade 
in  as  unostentatious  a  way  as  possible  a  few  of  the 
most  telling  statistics.  We  shall  then  describe  the 
main  features  of  the  Indian  banking  system ;  and 
after  examining  the  balance  sheets  of  the  main  banks 
to  elucidate  the  efiect  of  the  war,  we  shall  turn  to 
some  of  the  problems  of  banking  legislation. 

By  "  banking  "  we  mean  the  business  of  deaUng 
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in  credits,  and  by  "  a  bank  "  we  include  "  every 
person,  firm,  or  company  having  a  place  of  business 
where  credits  are  opened  by  the  deposit  or  collection 
of  money  or  currency,  subject  to  be  paid  or  remitted 
upon  draft,  cheque,  or  order,  or  where  money  is 
advanced  or  loaned  on  stocks,  bonds,  bullion,  bills  of 
exchange,  or  promissory  notes,  or  where  stocks,  bonds, 
bullion,  bills  of  exchange,  or  promissory  notes  are 
received  for  discount  or  sale."  This  is  a  definition 
used  in  an  Act  of  Congress,^  and  it  shows  the  truth 
of  Bagehot's  remark  that  the  Rothschilds  are  great 
capitalists,  but  not  bankers.  It  also  precludes  in  cer- 
tain instances  the  use  of  the  term  "  bank  "  which  was 
not  altogether  uncommon  before  the  Punjab  failures 
some  years  ago,  when  ekka  or  coach  repairing,  the 
manufacture  of  soap  and  oil  and  "  certain  things," 
medical  attendance,  and  "  the  leasing  or  hiring  or 
purchasing  of  all  commodities  and  substances  which 
can  form  the  subject  of  purchase  or  sale,"  were  com- 
bined with  what  is  ordinarily  and  correctly  under- 
stood as  "  banking."  Our  main  banking  system,  as 
we  shall  see,  includes  the  Presidency  banks,  the  Ex- 
change banks,  the  Indian  Joint-Stock  banks,  Savings 
banks,  and  Co-operative  banks.  Industrial  banks  and 
Mortgage  banks  are  included  under  Indian  Joint-Stock 
banks.  We  might  also  classify  banks  in  a  somewhat 
different  way.  "  Banking,"  said  Sir  James  Meston, 
the  Financial  Member  of  Council,  "  for  all  practical 
purposes  in  India,  may  be  divided  into  four  heads. 
There  is,  first,  general  banking,  the  ordinary  bank  with 
which  we  are  familiar,  with  which  we  keep  our  accounts 
or  our  overdrafts  ;  there  is,  secondly,  the  Land  Mort- 
gage bank ;    thirdly,  the  Co-operative  bank ;    and 

^  14,  Statutes  at  Large,  p.  115. 
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fourtlily,  the  Industrial  bank."  The  last  class  of 
bank  has  not  yet  been  introduced  to  any  extent, 
save  in  the  case  of  the  brilliant  exception — the  Tata 
Industrial  Bank,  which  for  the  present  also  does 
exchange  business.  The  banking  map  which  is  ap- 
pended is  intended  to  show  the  general  banking 
system  of  the  country,  the  Presidency  banks  and 
their  branches,  the  Exchange  banks  with  their  inland 
agencies,  and  the  Indian  Joint-Stock  banks.  The 
summary  tables  of  the  number  of  head  offices, 
branches  and  agencies,  deposits,  etc.,  which  are  to  be 
found  on  the  map,  are  intended  for  him  who  runs 
and  reads  and,  reading,  wishes  to  understand.  The 
red  dots  are  Government  treasuries.  They  unfor- 
tunately do  not  refer  to  branch  banks,  but  if  it  be 
assumed  for  the  moment  that  these  are  banks,  we 
can  imagine  what  the  map  of  India  would  be,  were 
there  at  least  one  bank  in  each  of  the  271  districts  into 
which  British  India  is  for  administrative  purposes 
divided.  The  following  table  is  also  interesting 
as  showing  the  present  development  of  banking  in 
this  country : 


[Table. 
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1913.  • 

1914. 

191S. 

1916. 

1917. 

1918. 

Number  of  banks      .       ... 

56 

56 

59 

61 

55 

t 

Number  of  branches .... 

t 

t 

t 

t 

304 

t 

Capital    and    Keserves  (crores    of 

rupees) — 

(a)  Presidency  banks    . 

7 

8 

7 

7 

7 

7 

(6)  Exchange  banks  |  (branches) 

57 

55 

55 

57 

49 

54 

(c)  Indian  Joint-Stock  banks 

4 

4 

5 

5 

5 

t 

Deposits  (crores  of  rupees) — 

{a)  Presidency  banlis    . 

42 

46 

43 

50 

76 

60 

(6)  Exchange  banks  (Deposits  in 

India)  J 

31 

30 

34 

38 

53 

62 

(c)  Indian  Joint-Stock  banks 

24 

18 

19 

26 

32 

t 

Cash  to  liabilities  on  deposits  (per- 

centage)— 

(a)  Presidency  banks   . 

36 

46 

34 

35 

45 

28 

(6)  Exchange  banks  §  . 

19 

28 

23 

27 

63 

28 

(c)  Joint-Stock  banks  . 

18 

21 

22 

24 

24 

t 

*  Pre-war  year.  t  Not  available. 

t  Total  capital  and  reserves  of  these  banks  have  been  taken,  as  their  Indianlportion 
cannot  be  estimated.  The  number  of  Excbange  banks  was  12  in  1913, 11  in  1914  and 
1915  (the  Deutsche  Asiatic  Bank  having  gone  into  liquidation),  10  in  1916  (the  Delhi 
and  London  Bank  having  been  amalgamated  with  the  Alliance  Bank  of  Simla,  Ltd.), 
and  9  in  1917  (information  of  Busso-Aslatic  Bank  not  being  available).  The  conver- 
sion of  the  banks'  sterling  capital  into  rupees  has  been  made  at  the  rate  of  H.  15  to 
the£. 

§  The  percentages  of  these  banks  have  been  calculated  on  their  deposits  and  cash 
balances  in  India  only. 

Although  India  is  fifteen  times  the  size  of  the 
United  Kingdom  in  point  of  area  and  seven  times 
in  point  of  population,  she  has  no  bank  with  large 
deposits  such  as  the  London  City  and  Midland  Bank. 
The  deposits  and  current  accounts  of  the  Bank  of 
Bengal  are  only  about  one-tenth  of  those  of  the 
former  bank.  The  deposits  in  India  of  the  National 
Bank  are  about  half  of  those  of  Grlyn,  Mills,  Currie 
&  Co.,  although,  of  course,  its  total  deposits  are  some- 
what greater.  The  Bank  of  Bengal  and  the  Bank  of 
Bombay  would  rank  somewhere  in  the  'seventies  if 
we  were  to  select  the  deposits  of  the  eighty  largest 
banks  of  the  world.  The  position  of  India  in  the 
banking  world  may  to  some  extent  be  gauged  from  the 
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following  table,  which  illustrates  how  trade  follows 
the  bank  as  much  as  the  flag.  The  coloured  diagrams 
inserted  as  a  frontispiece  are  also  of  interest  in  this 
connection. 


The  Numbbb  of  Banks  in  Certain  Coitntbies,  Capitai,  Deposits, 
AND  Foreign  Teade 


India 
(1917). 

United 

Kingdom 

(1918). 

United 
States 
(1917). 

Canada 
(1917). 

Australia 
(1917). 

Japan 
(1916). 

Number  of  banks — 

Banks 

Branches   . 
Capital,  £  (millions) 
Deposits,  J  £  (millions) . 
Deposits  per  head  . 
Foreign  trade,£(milIions) 
Deposits    per    £100    of 
foreign  trade 

55 
304 

23 1 
118 
£0-7 
253 

£46 

54 
9303 

88 

2355 

£52 

1849 

£126 

28,913 

482 
5767 

£55 
1886 

£306 

21 
3306 

23 
324 
£46 
416 

£78 

24 
2332 

35 
316 
£63 
174 

£182 

2143* 

3731 

67 

494 

£8 

188 

£215 

•  According  to  the  Official  Gazette  of  the  Government  of  Japan  there  were  in 
December  1918,  715  Government  and  semi-Government  banks,  1378  ordinary  banks, 
of  which  1198  were  Joint-Stock  banks.  In  addition  to  this  there  were  10  foreign 
banl^.    Japan  Is  one-seventhZthe  size  of  India  and  has  one-sixth  of  its  population. 

t  Includes  the  total  capital  (viz.  £18,000,000)  of  the  Exchange  banks,  as  their 
Indian  portion  cannot  be  estimated. 

t  Includes  Savings  bank  deposits. 

The    comparatively   few   branch   banks    and   small 
deposits  are  striking  in  the  case  of  India. 


II 


iNcmBNOus  Banking 

The  number  of  bankers  in  India  at  the  last  census 
was  under  half  a  million.  This  represented  one-eighth 
of  1  per  cent  of  the  population.  The  term  "  bankers  " 
in  the  census  includes  bank  managers,  money-lenders, 
exchange  and  insurance  agents,  money-changers  and 
money-brokers,  and  their  employees.   In  some  centres. 


THE  INDIAN  BANKING  SYSTEM       341 

notably  the  ports,  banks  are  numerous,  and  especially 
in  the  case  of  the  Presidency  and  Exchange  banks, 
efficiently  managed.  Elsewhere  they  are  conspicuous 
by  their  absence.  Large  areas  and  sometimes  stations 
of  considerable  size  are  without  a  bank,  and  to  cash 
a  cheque  is  a  matter  of  inconvenience  and  even  of 
difficulty.  In  most  districts  there  is  the  saucar,  bania, 
mahajan,  or,  as  he  is  generally  known  in  the  Presidency 
and  large  towns,  the  shrofE.  He  is  often  a  trader  as 
well  as  a  banker.  He  draws  hundis  or  bills,  usually 
written  in  that  uninviting  script  "  mahajani  "  peculiar 
to  this  class,  on  his  confreres,  and  to  dishonour  a 
hundi  is  an  event  of  rare  occurrence.  His  function 
in  the  internal  economy  of  the  country  is  a  useful  one. 
He  finances  the  agriculturist,  he  assists  in  the  move- 
ment of  the  crops  to  consuming  areas  or  to  the  ports, 
and  he  distributes  all  kinds  of  goods,  including  piece- 
goods,  throughout  the  district  or  province  in  which 
he  resides.  When  necessary,  he  sends  his  own  agents 
with  specie  by  rail  during  the  harvest  season,  or  he 
will  buy  bills  on  surplus  treasuries,  i.e.  on  those 
treasuries  in  which  the  revenue  exceeds  the  expendi- 
ture. He  also  discounts  these  hundis  with  the  Presi- 
dency banks  and  certain  other  banks.  The  Exchange 
banks  seldom,  if  ever,  touch  this  class  of  business. 

In  times  of  stringency  the  bazaar  rate  for  first- 
class  hundis  follows  the  Presidency  bank  rate,  but 
first-class  shroffs  stop  borrowing  when  rates  rise  much 
above  8  per  cent.  During  the  height  of  the  busy 
season  for  jute  (August  to  September),  and  also  during 
January  to  March,  when  oil-seeds  and  other  winter 
crops  are  exported,  money  is  usually  stringent  in  the 
bazaar.  The  shroffs  who  do  this  hundi-discounting 
business   charge   rates   from   2    to    3   per   cent   in 
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Calcutta  (and  from  even  1|  per  cent  in  Bombay  where 
the  competition  is  keener)  above  the  bank  rate,  and 
themselves  rediscount  with  the  Presidency  banks  at 
the  latter's  official  rate,  and  thereby  make  a  profit. 
This  is  what  ordinarily  happens  during  the  busy  season. 
In  the  off  season  those  shroffs  do  not  require  to  go  to 
the  Presidency  banks,  and  in  fact  underquote  the 
bank  to  the  extent  of,  say,  2  per  cent,  not  in  a  fixed 
ratio  of  so  much  per  cent  under  bank  rate,  but 
according  to  the  number  of  hundis  offering  for  dis- 
count and  the  amount  of  ready  money  in  the  bazaar 
available  for  that  purpose.  In  short,  during  times  of 
seasonal  stringency  the  shroffs  base  their  rates  of 
discount  on  the  Presidency  banks,  but  they  do  not 
do  so  to  anything  like  the  same  extent  when  money 
is  easy.  The  shroffs  may  entirely  disregard  the  bank 
rate,  for  instance,  when  the  bank  rate  is  not  a  true 
indicator  of  the  local  value  of  money.  It  is  not  only 
in  western  countries  that  the  theory  of  discount  is 
full  of  paradoxes.  The  main  movements  are  in  the 
long  run  the  same,  since  the  marwari  or  shroff  must 
depend  on  the  banks  at  the  ports  for  additional 
supplies  of  rupees.  The  reason  for  the  lack  of  complete 
harmony  between  the  movement  of  the  Presidency 
bank  rate  and  the  hvmdi  rate  is  that  the  shroffs  have 
in  the  aggregate  considerable  financial  resources  which 
are  used  in  the  internal  and  not  in  the  export  trade. 
They  rarely  discount  European  paper,  and  never 
purchase  foreign  or  sterling  bills.  They  do  not  as  a 
rule  lend  on  Government  paper  or  similar  securities, 
but  grant  advances  by  discounting  hundis,  by  making 
loans  to  cultivators,  and  against  gold  or  silver  bullion. 
In  times  of  exceptional  stringency  they  are  able  to 
give  considerable   assistance  to   the  internal  trade 
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without  the  assistance  of  banks,  and  sometimes  with- 
out raising  their  rates  to  any  great  extent. 

The  relation  between  the  indigenous  system  and 
the  Joint-Stock  banking  system  is  not  so  close  as  one 
would  a  priori  have  expected,  especially  in  times  of 
stringency.  The  Indian  banker,  however,  of  this  class 
is  slowly  coming  into  closer  touch  with  Joint-Stock 
banking  on  modern  lines.  He  is  beginning  to  see 
that  as  banks  develop,  such  institutions  will  prove 
not  a  hindrance  to  him  but  the  contrary.  They  will 
relieve  him  of  the  trouble  and  risk  involved  in  carry- 
ing about  and  secreting  bags  of  rupees.  When  banks 
are  generally  established  in  agricultural  districts  (as 
these  are  not  at  present),  it  will  be  to  his  advantage 
to  use  the  banks  for  remittance,  deposit,  and  dis- 
counting purposes. 

Ill 

The  Presidency,  Exchange,  and  Indian  Joint- 
Stock  Banks 

The  Presidency  banks  enjoy  the  prestige  of  an- 
tiquity, and  one  might  say,  of  official  dignity,  derived 
from  acting  as  bankers  to  Government.  These  banks 
owe  their  long  life  largely  to  the  restrictions  under 
which  they  have  always  worked.  They  absorb  con- 
siderably more  of  the  banking  business  than  do  the 
Indian  Joint-Stock  banks.  They  are  confined  to  a 
fixed  territory  in  accordance  with  the  Presidency 
Banks  Act  XI.  of  1876  (chapter  i.  section  3).  The 
Bank  of  Madras  is  limited  to  the  Presidency  of  Fort 
St.  George  (Madras),  the  Bank  of  Bombay  to  the 
Presidency  of  Bombay,  and  the  Bank  of  Bengal  to 
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the  Presidency  of  Fort  William,  whicli  means  all  the 
territories  in  British  India  other  than  the  Presidencies 
of  Fort  St.  George  and  Bombay  {i.e.  Bengal,  Bihar, 
and  Orissa,  the  United  Provinces,  the  Punjab,  Delhi, 
the  Central  Provinces,  Burma,  Assam,  and  the  North- 
western Frontier  Province).  The  banks  can,  how- 
ever, establish,  with  the  previous  consent  of  the 
Governor-General  in  Council,  branches  or  agencies  at 
places  outside  the  Presidency  in  which  the  bank  is 
situate  (section  42),  e.g.  the  Bank  of  Bombay  has 
branches  in  Berar,  the  Indore  State,  and  at  Quetta, 
the  Bank  of  Bengal  in  the  Hyderabad  State,  and  the 
Bank  of  Madras  at  Bangalore.  Next  after  the  Presi- 
dency banks,  the  Exchange  banks  are  of  most  im- 
portance. These  are  all  banks  with  their  head  offices 
out  of  India,  and  several  of  these  banks  were  founded 
sixty  years  ago.  Of  the  ten  banks  five  do  a  con- 
siderable portion  of  their  total  business  in  India,  e.g. 
the  Chartered  Bank  of  India,  Australia,  and  China, 
the  National  Bank  of  India,  the  Mercantile  Bank  of 
India,  the  Eastern  Bank,  and  Messrs.  Cox  &  Com- 
pany's Bank,  while  the  remainder  are  merely  agencies 
of  large  banking  concerns  doing  business  all  over 
Asia,  e.g.  the  Hong-Kong  and  Shanghai  Banking 
Corporation,  the  International  Banking  Corporation, 
the  Yokohama  Specie  Bank,  the  Comptoir  National 
d'Escompte  de  Paris,  and  the  Russo-Asiatic  Bank. 
The  Indian  Joint-Stock  banks  are  registered  under  the 
Indian  Companies  Act  and  have  their  head  offices  in 
India.  These  are,  as  will  be  seen  from  the  banking 
map,  chiefly  scattered  throughout  the  north-west  of 
India,  especially  in  the  Punjab  and  the  United 
Provinces.  With  the  exception  of  the  Allahabad  Bank 
(established  in  1865)  and  the  Alliance  Bank  of  Simla 
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(established  in  1874),  most  of  these  banks  are  of 
comparatively  recent  date  or  have  been  recently  re- 
constructed. For  purposes  of  convenience  we  have 
divided  these  into  two  classes,  namely  (a)  those  with 
a  paid-up  capital  and  reserve  of  E.  5  lakhs  and  over, 
and  (h)  the  more  or  less  pigmy  banks  with  a  capital 
between  one  lakh  and  R.  5  lakhs.  The  bank  failures 
of  1913  and  subsequent  years  were  confined  to  Indian 
Joiut-Stock  banks,  and  the  total  paid-up  capital  of 
the  banks  that  failed  was  the  equivalent  of  51  per 
cent  of  the  total  paid-up  capital  of  Indian  Stock  banks, 
in  actual  operation  in  1917.^  With  Co-operative 
banks,  Industrial  banks,  Savings  banks,  etc.,  we  shall 
deal  below  after  describing  as  briefly  as  possible  some 
of  the  outstanding  features  of  the  early  banking 
system  of  last  century. 

IV 

The  Eari-y  History  of  Joint-Stock  Banking 

There  was  a  considerable  extension  of  banking, 
especially  in  Calcutta,  during  the  first  quarter  of  last 
century.  Before  that  period  banks  had  been  founded 
by  the  Calcutta  Agency  houses,  whose  business  was 
not  merely  that  of  merchants  and  agents,  but  also  that 
of  bankers  for  the  mercantile  community,  planters, 
and  the  Civil  and  Military  Services.  The  Bank  of 
Hindustan,  for  example,  was  founded  in  Calcutta  by 
Messrs.  Alexander  &  Co.,  about  1770.  In  some  cases 
the  trading  part  of  the  business  was  entirely  separate 

'  If  the  total  paid-up  capital  of  the  banks  that  failed  between  1913  and 
1917  is  added  to  the  total  paid-up  capital  of  Indian  Joint-Stock  banks  in 
1917,  34  per  cent  of  this  total  paid-up  capital  was  lost  in  the  period  (1913- 
1917). 
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from  the  banking  part.  We  have  referred  in  a  pre- 
vious chapter  to  the  run  on  this  bank  in  1819,  1829, 
and  1 832.  In  the  serious  crisis  of  1 832  ^  the  bank  closed 
its  doors  when  the  firm  of  Messrs.  Alexander  &  Co. 
failed.  The  Bengal  Bank  (quite  unconnected  with 
the  Bank  of  Bengal)  was  in  existence  between  1790 
and  1800.  The  General  Bank  of  India  was  in  exist- 
ence in  Calcutta  in  1790.  On  May  1,  1806,  the  Bank 
of  Bengal  opened  its  doors  under  the  name  of  the 
"  Bank  of  Calcutta."  Its  capital  was  E.  50  lakhs  in 
sicca  rupees  (in  500  shares  of  R.  10,000  each).  On 
January  2,  1809,  the  first  Charter  was  granted  and 
the  name  was  changed  to  the  Bank  of  Bengal.  The 
first  secretary  was  a  member  of  the  Bengal  Civil 
Service,  and  until  1854  a  member  of  the  Civil  Service 
was,  with  one  exception,  always  appointed  to  this 
post.     The  first  Charter  provided 

that  the  affairs  of  the  bank  shall  be  managed  by  nine 
Directors,  three  of  whom,  shall  be  nominated  by  Government 
to  represent  their  interest  (100  shares),  and  six  by  the  pro- 
prietors ;  that  no  person  shall  be  entitled  to  vote  who  shall 
not  be  possessed  of  one  share  of  the  capital,  registered  as 
such  in  the  bank-books ;  that  the  presence  of  three  Directors, 
at  least,  shall  be  necessary  to  constitute  a  Board  to  transact 
business  ;  that  dividends  shall  be  determined  by  the  Directors 
upon  the  grounds  of  the  actual  profits  of  the  bank,  duriug 
the  period  for  which  such  dividends  shall  be  made ;  that 
upon  giving  only  one  year's  notice.  Government  may  put 
an  end  to  the  Corporation. 

The  immediate  cause  of  the  founding  of  the  bank 
was  a  letter  which  a  Mr.  Henry  St.  G.  Tucker, 
Accountant -General,  addressed  to  the  Government 

1  An  interesting  account  of  the  failures  will  be  found  in  the  evidence  of 
Mr.  G.  G.  de  H.  Larpent  before  the  House  of  Commons  Committee  on  the 
state  of  Manufactures,  Commerce,  and  Shipping,  1833. 
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of  India.  He  pointed  out  that  a  bank  was  essential 
in  tlie  interests  of  Government  and  of  the  mercantile 
community.  In  those  days  money  was  raised  by 
Treasury  bills  which  were  often  liable  to  fall  to  a 
heavy  discount.  To  remove  the  inconveniences  of 
this,  and  at  the  same  time  to  maintain  the  credit  of 
Government  a  bank  was  considered  indispensable. 
To  make  this  bank  secure  Government  was  to  aid  it 
by  contributing  as  a  shareholder  to  the  extent  of  one- 
fifth,  by  sharing  in  its  direction,  and  in  the  privilege 
of  voting.  From  1 809,  when  the  capital  was  £500,000, 
it  increased  until  at  the  time  of  the  passing  of  the 
Presidency  Banks  Act  in  1876  it  stood  at  £2,200,000, 
of  which  £220,000  belonged  to  Government.  It  was 
also  laid  down  in  the  earliest  charter  that  1  lakh  was 
to  be  the  maximum  amount  of  stock  which  any  one 
proprietor  could  hold,  and  1  lakh  was  to  be  the 
maximum  amount  to  be  advanced  to  any  individual 
and  5  lakhs  to  Government.  This  restriction  on 
advances  to  Government  was,  some  have  thought, 
taken  from  the  Bank  of  England  Charter  of  1695, 
which  prohibited  the  bank  from  making  advances  to 
Government  without  the  permission  of  Parliament. 
The  bank's  rate  of  interest  was  limited  to  a  maximum 
of  12  per  cent,  just  as  the  Bank  of  England's  rate  until 
1839  was  limited  to  5  per  cent.  The  Charter  also 
provided  that  (1)  a  cash  reserve  of  at  least  one-third 
of  the  outstanding  liabilities  payable  on  demand 
should  be  kept,  and  (2)  the  total  liabilities  of  the  bank 
including  deposits,  note  issues,  etc.,  were  not  to  exceed 
the  bank's  capital  of  50  lakhs.  In  1823  the  Charter 
was  renewed,  and  it  permitted  a  note  issue  up  to 
R.  2  crores  or  four  times  the  bank's  capital.  The 
limit  of  the  cash  reserve  to  outstanding  liabiUties  was 
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reduced  to  one-fourth.  In  1829  the  Court  of  Directors 
confirmed  the  Charter  of  1823,  but  insisted  that  the 
capital  should  be  increased  to  R.  70  lakhs.  This, 
however,  was  the  year  of  the  Rajkissen  Dutt  forgeries. 
It  was,  too,  the  beginning  of  the  period  of  stringency 
and  bankruptcies.  Rajkissen  Dutt  in  1828  projected 
a  Bank  of  India,  the  notes  of  which  circulated  to  some 
extent  among  the  Indian  community.  In  1829  he 
borrowed  money  from  the  Bank  of  Bengal  and  tendered 
as  security  forged  Company's  paper.  The  Bank  of 
Bengal  lost  R.  3J  lakhs.  The  Secretary,  Mr.  J.  A. 
Dorin,  C.S.,  suspected  the  genuineness  of  the  paper 
and  sent  it  to  the  Accountant-General  for  verification. 
The  paper  was  reported  to  be  duly  in  order,  and 
Mr.  Dorin  then  passed  it.  Mr.  Prinsep,  afterwards 
Sir  H.  Thoby  Prinsep,'^  Financial  Secretary  to  Gtovem- 
ment,  who  signed  the  notes,  declared  that  he  could 
not  swear  that  the  signatures  were  not  his  own. 
Government  declined  to  make  good  to  the  bank  the 
amount  advanced  upon  the  forged  Company's  paper, 
a  loss  of  3J  lakhs,  and  the  case  was  carried  by  the 
bank  to  the  Court  of  Directors,  the  Supreme  Court  in 
Calcutta,  and  finally,  but  unsuccessfully,  to  the  Privy 
Council.  In  1834  the  whole  of  the  profits  of  the  first 
half  of  the  year  were  written  off  to  profit  and  loss. 
"  On  its  being  known,"  says  Cooke,  "  that  no  dividend 
would  be  made,  bank  stock  fell  from  6000  rupees  to 
500  rupees  premium,  and  even  to  par,  so  great  was 
the  consternation  in  the  bazaar.     The  excitement, 

1  This  is  the  same  Prinsep  (1792-1878)  who  before  he  had  been  twelve 
years  in  India  was  appointed  Persian  Secretary  to  Government  at  Rs.  3000 
a  month.  Except  on  two  occasions  when  ho  was  compelled  to  leave  India 
for  a  long  time  he  never  left  the  Secretariat  until  he  was  appointed  member 
of  the  Governor-General's  Council,  first  during  a  temporary  vacancy  in 
1835,  and  five  years  later  when  he  was  permanently  appointed  to  the  ofiSce. 
He  retired  from  India  in  1843. 
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however,  was  merely  temporary,  and  tended  only  to 
benefit  those  who  seized  the  opportunity  to  purchase 
all  the  bank  shares  they  could  meet  with  ;   for,  the 
following   year,    the   premium    rose   to    its    former 
standard."  ^     In  the  failure  of  several  agency  houses 
in  Calcutta  between  1829  and  1832  several  of  the  so- 
called  banks  disappeared  and  the  Bank  of  Bengal 
itself  felt  the  strain.     The  amount  written  ofi  as  bad 
debts,  for  example,  from  1829  to  1835  was  R.  4|  lakhs, 
exclusive  of  that  involved  in  connection  with  the 
Rajkissen  Dutt  forgeries.     The  bank  assisted  Messrs. 
Alexander  &  Co.  to  the  extent  of  23  lakhs,  the  limit 
imposed  by  the  Charter  being,  as  we  have  seen,  1  lakh. 
Although  the  Charter  prohibited  security  in  the  form 
of  immovable  property,  the  Directors  took  security 
in  this  form,  and  on  the  failure  of  that  firm,  actually 
worked  the  indigo  factories  notwithstanding  the  pro- 
visions on  the  Charter  that  the  bank  was  not  to  engage 
in  trade.     The  Government  Directors  had  concurred 
in  this  without  mentioning  the  fact  to  Government. 
The  Governor-General  took,  what  Sir  James  Brunyate 
has  rightly  called,  "  an  amazingly  lenient  view  of  the 
extraordinary  failure  of  the  Government  Directors  to 
perform  their  obvious  duty."     The  Governor-General 
ordered  that  a  new  Charter  adapted  to  the  circum- 
stances of  the  coimtry  should  be  drawn  up,  and  it 
should  be  the  particular  duty  of  the  of&cial  directors 
to  see  that  its  rules  were  never  violated.     In  1839, 
after  prolonged  negotiations,  a  new  Charter  was  given 
to  the  bank.     The  proprietors  were  not  in  favour  of 
extending  the  business  of  the  bank  by  means  of 
branches,  but  had  no  objection  to  permissive  clauses 

^  Banking  in  India,  by  C.  N.  Cooke,  Deputy  Secretary  and  Treasurer, 
Bank  of  Bengal,  Calcutta,  1863.     The  volume  is  scarce. 
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to  this  effect  being  inserted  in  the  Charter.  They 
voluntarily  added  after  the  words  "  buying  and  selling 
bills  of  exchange,"  what  has  since  been  a  permanent 
restriction — "  payable  in  India."  The  limit  of  cash 
advances  was  raised  to  3  lakhs,  and  the  cash  reserve 
of  one-fourth  was  maintained.  A  loan  was  not  to  be 
current  for  a  longer  period  than  three  months,  and  the 
security  was  to  be  that  of  at  least  two  persons  un- 
connected with  each  other.  The  influence  of  Scotch 
banking  methods  is  evident.  The  Charter  had  a  very- 
close  resemblance  to  its  predecessors,  and  it  remained 
in  force  until  1862,  being  only  slightly  modified  in 
1854  when  advances  on  the  shares  of  guaranteed 
railways  were  allowed,  and  in  1 855  when  the  Presidency 
banks  were  permitted  to  purchase  and  sell  Grovernment 
securities  or  the  shares  of  the  Presidency  banks  and 
receive  the  interest  or  dividends  on  behalf  of  their  con- 
stituents. The  Bank  of  Bombay  was  constituted  by 
Act  III.  of  1 840.  The  Bank  of  Madras  was  incorporated 
by  Act  IX.  of  1843,  superseding  an  existing  State  bank, 
known  as  the  Government  bank,  which  had  a  small 
business  and  a  note  issue  of  its  own.  It  was  managed 
by  the  three  ex-officio  financial  officers  of  Government. 
In  1836  we  have  the  first  proposal  for  a  "  great 
banking  establishment  for  British  India."  It  will 
of  course  be  remembered  that  at  this  time  the  Bank 
of  Bengal's  activities  were  confined  largely  to  Calcutta, 
and  the  Banks  of  Bombay  and  Madras  had  not  been 
founded.  "  At  present,"  as  the  Prospectus  has  it, 
."  the  basis  of  the  Bank  of  Bengal  is  too  narrow  for 
such  a  customer  as  the  Government,  and  the  bank 
and  the  Government  being  one,  the  period  of  the 
emergency  of  the  Government  is  the  time  of  the 
distress  of  the  bank  also :    but  establish  a  bank  of 
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adequate  dimensions,  and  its  solid  capital  and  ex- 
tensive credit  would  enable  it  to  render  important 
pecuniary  assistance  to  the  Government."  Tlie  pro- 
moters of  the  scheme  were  "  a  large  body  of  merchants 
interested  in  the  East  Indies  "  who  approached  the 
Court  of  Directors  of  the  East  India  Company. 
Although  the  Prospectus  does  not  go  into  practical 
details  of  the  construction  of  such  a  bank,  it  states 
the  aim  clearly  to  be  to  "  facilitate  the  receipt  of  the 
revenue  and  its  subsequent  diffusion  through  the 
various  channels  of  the  public  expenditure,  furnish 
the  remittance  to  Great  Britain  of  the  sums  required 
there  for  the  home  charges,  and  enable  the  East  India 
Company  to  act  up  to  the  intention  of  the  Legislature 
by  keeping  their  Government  entirely  aloof  from  that 
interference  with  the  commerce  of  India  which  the 
present  system  of  remittance  involves. ' '  The  Directors 
of  the  Bank  of  Bengal  were  asked  for  their  opinion, 
and  after  referring  to  the  absence  of  detail  on  "  the 
abstract  proposition  that  concentration  of  management 
might  be  advantageous,"  they  considered  that  the  Bank 
of  Bengal  could  itself  take  over  the  management  of 
Government  business,  and  it  was  quite  willing  to  extend 
banking  facilities  in  India  without  the  assistance  of 
London.  This  reply,  after  being  approved  by  the  share- 
holders of  the  Bank  of  Bengal  at  a  general  meeting, 
seems  to  have  been  the  end  of  this  interesting  proposal. 

V 

The  Development  of  Joint-Stock  Banking 

Between   1840   and   1850    Joint -Stock    banking 
developed,    but    as    there    was,    unfortunately,    no 
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control  over  such  concerns  except  as  regards  the  <iiree 
Presidency  banks,  orthodox  principles  ol  banking 
administration  were  not  always  followed.  TIk!  laumr 
fake  policy,  a  particularly  J5ritiHli  charactcirJHtic  in 
regard  to  banking  save  lor  the  logiHlation  ol'  1844  n-tid 
1845,  was  followed  in  India.  'I'fio  policy  wan  Honic!- 
what  similar  to  that  described  by  the  lion.  l<"'iijji,rK'(! 
Member  of  Council,  when  he  waid  on  March  10,  I!) 1 9, 
in  the  Legislative  Council,  "  T  have  n<»  obji'flion 
to  see  strong  banking  laws,  wtrong  rogulaticniH  lor 
preventing  dishonesty  and  fraud.  But  apart  frotii 
that,  it  does  seem  to  me  that  tlio  best  way  in  wlii<',li  n. 
nation  can  work  out  its  own  banking  salvation  is  by 
its  own  experiments  and  its  own  expericfKios."  This 
admirably  sums  up  in  some  ways,  not  mcriily  the, 
position  in  1919,  but  in  the  period  1840  t<)  JK70, 
especially  between  1840  and  1850  when  conifjlctc, 
laisaer  fake  led  to  trouble  and  to  the  hatching  of  wihl 
cat  schemes.  There  was  a  vicious  system  of  lulvjinotis 
upon  indigo  factories  in  vogue  at  this  time,  n\u\  filso 
advances  on  the  personal  security  of  tlic  liorrftwcr. 
In  1842,  for  example,  there  o(;(-urr(3(l  the  failure  of  such 
indigo  houses  as  Messrs.  Fergusson  Broth (trs,  («il 
more  &  (Jo.,  etc.  The  Union  Bank  had  in  IH.'J(» 
adopted  the  system  of  making  udvii rices  l.o  (he 
Calcutta  indigo  houses  on  the  deposit  o'i  (ith;  dc^erls 
of  their  factories  and  assignment  of  the  anniuil  pro- 
duce. The  same  bank  also  introduced  (he  iScot(;li 
Cash  Credit  system  of  lending  money  on  (,he  personal 
security  of  the  horrower.  TIk;  Union  Hunk  griuil-ed 
excessive  credits  (o  a  few  part,ic,ulfir  houses.  (Vilville 
Gilmore  &  Co.,  who  vnm',  refjreserdr-.d  on  \\m:  (lirc,c,(,or. 
ate  of  the  bank,  wiui;  flefjtors  to  the  bfuik  a(,  one 
time  to  the  extent  of  K.  24  lakhs  or  26  jier  (;ent  of  (,h(r 
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entire  capital  of  the  bank.     Cockerell  &  Co.  were  also 
represented  on  the  directorate  and  were  liable  to  the 
extent  of  R.  16  lakhs.     In  1848  the  bank  stopped 
payment,  and  in  England  as  well  as  in  India  its  failure 
gave  rise  to  considerable  criticism  on  accomit  of  the 
flagrant  breaches  of  all  somid  banking  principles.  The 
history  of  the  Benares  Bank  ^  (1845-49)  is  another 
striking  example  of  unsound  banking.     It  was  estab- 
lished with  a  capital  of  R.  5  lakhs  raised  by  the  sale 
of  1000  shares  of  R.  500  each.     R.  250  was  paid  up 
by  instalments,  and  by  borrowing  the  amount  from 
the  bank  on  the  security  of  its  own  scrip.     When 
unable  to  call  up  the  fuU  price  of  the  shares,  the  bank 
determined  to  issue  new  shares.     By  1848  the  total 
number  of  shares  was  6000,  which  gave  the  nominal 
capital  of  R.  15  lakhs,  of  which  no  more  than  R.  9 
lakhs  were  ever  paid  up.     A  considerable  amount  of 
this  sum  consisted  in  loans   from  the   bank.     The 
Directors  purchased  their  stock  with  money  from  the 
bank.    When  the  stock  was  selling  in  the  market  at 
from  30  to  50  per  cent  discount,  the  Directors  pur- 
chased in  the  stock  of  their  friends  at  par,  and  cancelled 
the  shares.     Nearly  the  whole  capital  was  invested 
in  the  Ganges  Steam  Navigation  Company,  from  which 
it  could  never  have  been  withdrawn.     As  the  Bombay 
Times  said,  when  commenting  on  the  examination  of 
the  Chief  Director  in  the  Insolvency  Court :  "  The 
only  reason  that  can  be  assigned  for  advancing  money 
to  intending  shareholders  to  pay  their  stock  is  that 
it  enabled  previous  holders  to  dispose  of  theirs  to 
advantage ;   the  only  explanation  that  can  be  given 
of  the  creation  of  new  stock  when  that  originally  sub- 

^  This  has,  of  course,  nothing  to  do  with  the  present  Benares  Bank,  which 
was  founded  in  1904. 

2  A 
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scribed  for  was  only  half  paid  up — ^mucli  of  even  this 
half  payment  being  from  the  coffers  of  the  bank — ^is, 
that  it  induced  dupes  to  come  in  and  bring  occasionally 
something  in  the  shape  of  hard  cash  along  with  them. 
By  this  device  the  Eeverend  Mr.  Shurman,  Major 
Stewart  and  his  son  seem  to  have  been  ruined."  The 
letters  of  the  Chief  Director,  Colonel  Pew,  read  as  if 
they  had  been  written  in  the  years  preceding  the 
Punjab  and  Bombay  bank  failures  in  1913  to  1917, 
and  not  in  1847.  He  writes  to  one  friend :  "  I  advise 
you  to  buy  as  many  more  shares  as  you  possibly  can, 
for  this  will  be  a  glorious  bank."  "  I  have  got  you 
12  old  shares  at  twenty-five  per  cent  premium,  and 
4  new  shares  at  par — a  deuced  good  bargain  for  you, 
as  you  escape  the  two  per  cent  premium  on  those  new 
shares.  However,  I'd  always  do  a  deal  to  get  steady 
men  like  yourself  into  the  bank.  It  is  a  grand  point 
— ^we  are  doing  the  most  splendid  business — and  our 
onset  dividend  may  be  a  whacker,  if  we  like  to  divide 
all  or  nearly  all  the  profits."  The  whole  history  of  the 
bank  reads  like  a  bucket-shop  circular.  The  Directors 
held  out  promises  that  could  not  be  realised,  and  the 
delusion  was  maintained  only  by  prevarication.  No 
small  wonder  that  the  episode  finished  with  the 
Chief  Director's  bankruptcy  and  the  cashiering  after 
a  court  martial  in  Simla  of  two  oflB.cers  from  the 
army. 

But  these  banks  were  in  the  main  exceptions. 
There  were  other  banks,  such  as  the  Agra  Bank  (1833- 
1900),  the  Simla  Bank  (1844),  and  the  Dacca  Bank 
(1846),  which  did  useful  work.  The  Dacca  Bank 
was  founded  in  1846  with  a  capital  of  E.  6  lakhs 
in  shares  of  K.  1000  and  R.  500  each.  E.  400 
per  share  were  fully  paid  up,  and  in  1862  the  Bank 
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of  Bengal,  in  accordance  with  its  Charter,  took 
over  the  Dacca  Bank,  the  shareholders  receiving  an 
equivalent  for  their  shares  in  the  Bank  of  Bengal 
stock. 

Of  the  Chartered  Banks  founded  by  Eoyal  Charter 
in  the  'fifties  of  last  century  the  Chartered  Bank  of 
India,  Australia,  and  China  is  the  only  one  that  is 
now  doing  business  in  India.  The  bank  began  its 
operations  in  1857,  when  offices  were  opened  in  Bombay 
and  Calcutta.  A  branch  was  opened  in  Rangoon  in 
1862,  and  at  the  present  time  there  are  Indian  branches 
also  at  Madras,  Karachi,  Amritsar,  Delhi,  and  Tavoy. 
It  is  in  reality  one  of  the  five  Chartered  banks  doing 
business  in  the  'fifties  that  still  remain,  the  other  four 
being  the  Bank  of  Australasia,  the  Bank  of  British 
North  America,  the  Colonial  Bank,  and  the  British 
Linen  Bank.  No  office  has  been  opened  in  Australia. 
In  Sydney,  when  in  1853  it  was  known  that  the  bank 
might  have  branches  in  Australia,  the  proposal  was  not 
favourably  received  in  the  Press,  which  was  antagon- 
istic to  the  introduction  of  new  Anglo- Australian  banks. 
The  question  of  opening  an  office  in  Australia  has 
since  been  mooted  on  more  than  one  occasion.  The 
bank's  branches  up-country  at  Delhi  and  Amritsar 
are  chiefly  for  the  Manchester  part  of  the  business 
and  for  the  sale  of  gold  bullion.  During  the  'sixties 
the  bank,  like  other  exchange  banks  in  India,  ex- 
perienced a  severe  depression  and  had  to  suspend  for 
a  brief  period  the  payment  of  dividends.  In  1857 
the  paid-up  capital  was  £145,820 ;  in  1919  this  had 
grown  to  £1,200,000,  and  of  the  Exchange  banks  in 
India  the  bank  has  now,  with  one  exception,  the 
largest  deposits.  The  National  Bank  of  India  was 
established  in  1863  as  the  Calcutta  Banking  Corpora- 
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tion,  a  name  that  was  changed  in  1864  to  its  present 
name.  The  head  office  was  transferred  from  Calcutta 
to  London  in  1866.  In  1866  the  paid-up  capital  was 
£466,500,  and  in  1919  £1,000,000.  The  branches  in 
India  are  at  Calcutta,  Bombay,  Madras,  Karachi, 
Chittagong,  Amritsar,  Cawnpore,  Delhi,  Lahore, 
Tuticorin,  Cochin,  Rangoon,  and  Mandalay.  The 
Mercantile  Bank  was  established  in  1853  and  called 
the  Mercantile  Bank  of  India,  London,  and  China. 
It  subsequently  went  into  liquidation.  The  present 
Mercantile  Bank  of  India  was  formed  in  1892.  Its 
paid-up  capital  in  1919  is  £562,500,  the  same  as  in 
1892.  The  bank  has  branches  in  India  at  Calcutta, 
Bombay,  Delhi,  Madras,  Karachi,  and  Eangoon.  The 
Delhi  and  London  Bank  was  absorbed  by  the  Alliance 
Bank  of  Simla  in  1916.  The  Eastern  Bank  was 
founded  in  1909,  and  the  called-up  capital  has  been 
increased  from  £400,000  to  £600,000.  The  Indian 
branches  are  at  Bombay  and  Calcutta.  The  Hong- 
Kong  and  Shanghai  Banking  Corporation  (1865),  the 
International  Banking  Corporation  (1901),  the 
Yokohama  Specie  Bank  (1880),  Messrs.  Cox  & 
Company's  Bank  (1909),  the  Comptoir  National 
d'Escompte  de  Paris  (1889),  and  the  Russo- Asiatic 
Bank  (1910)  are  the  other  Exchange  banks  in  India. 
The  Tata  Industrial  Bank  (1917)  also  does,  as  we 
have  seen,  exchange  business.  This  completes  the 
list  of  banks  doing  exchange  business,  which  we  have 
described  from  the  point  of  view  of  convenience 
together  in  this  paragraph.  An  account  of  their 
business  will  be  deferred  to  a  later  chapter.  We  must 
now  retrace  our  steps  and  renew  the  historical 
narrative. 
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VI 
The  Presidency  Banks  from  1857 

During  the  Mutiny  the  ofl&cial  Directors  of  the 
Bank  of  Bengal  proved  their  mettle.  The  Govern- 
ment Directors  were  in  a  minority  and  the  elective 
Directors  (who  were  in  a  majority  of  two  to  one) 
insisted  on  the  retention  of  the  former  discount  rate, 
the  granting  of  accommodation  to  selected  individuals 
only,  and  the  refusal  to  grant  advances  even  on 
Government  paper  to  those  wilUng  to  pay  a  higher 
rate.  The  cash  balance  fell  from  R.  127  lakhs  in 
July  to  R.  56  lakhs  in  October,  or  a  fall  from  one-half 
to  one-fourth.  Then  it  fell  still  further  to  an  amount 
which  was  R.  5  lakhs,  less  than  one-fourth  of  the 
liabilities.  The  Government  Directors  suggested  the 
raising  of  the  rate  on  outstanding  loans  and  also  the 
refusal  to  grant  any  further  accommodation.  It  was 
only  the  threat  of  Government  seeking  an  injunction 
that  prevented  further  accommodation,  and  the 
carrying  out  of  this  threat  would  have  spelt  ruin  to 
the  bank.  The  Government  Directors,  therefore,  in 
1857,  unlike  their  predecessors  of  1832,  were  able  to 
give  Government  notice  at  a  critical  time. 

In  1859,  as  we  have  noticed  elsewhere,  the  great 
Wilson  in  his  speech  in  the  Legislative  Council  on 
the  Paper  Currency  referred  to  "  the  proposals  which 
have  been  made  for  the  purpose  of  establishing,  upon 
a  large  scale,  and  with  an  adequate  capital,  a  national 
banking  establishment,  capable  of  gradually  em- 
bracing the  great  banking  operations  in  India,  and  of 
extending  its  branches  to  the  interior  trading  cities 
as  opportunity  might  ofier.    That  there  is  a  growing 
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want  for  such,  an  institution  and  a  rapidly  increasing 
field  for  its  operations  no  one  can  doubt."  His 
successor,  Mr.  Laing,  was  convinced  that  a  connection 
with  a  State  bank,  like  that  which  exists  between  tte 
Government  and  the  Bank  of  England,  is  a  great 
mutual  advantage.  "  The  convenience,"  he  said, 
"  to  the  State  in  ordinary  times  is  obvious,  and  history 
shows  what  an  important  resource  a  bank  may  be  to 
the  Government  in  times  of  di£&culty.  The  advan- 
tages to  commerce,  though  less  obvious,  are  not  less 
real." 

In  1862  the  banks  lost  the  right  of  issuing  notes  on 
the  introduction  of  a  Government  Paper  Currency  on 
March  1  of  that  year,  but  in  the  legislation  of  1862-63 
the  majority  of  the  restrictions  whicb  had  prevented 
diflEiculties  in  the  critical  times  were  withdrawn,  but 
fortunately  only  temporarily.  The  Presidency  banks 
were  permitted  for  the  first  time  to  use  the  whole  of 
the  Government  balances  at  the  Presidency  towns 
and  at  their  branches  free  of  interest  until,  after  the 
experience  of  the  Bank  of  Bombay's  failure  and  the 
inability  of  Government  to  obtain  in  1874  part  of  their 
own  balances,  a  stricter  Charter  was  prescribed. 

Before  this  time  (in  March  1867),  when  the  failure 
of  the  Bank  of  Bombay  was  imminent,  constructive 
proposals  for  the  improvement  of  Indian  banking 
were  put  forward  by  the  Bank  of  Bengal's  able 
Secretary,  Mr.  Dickson.  The  Directors  considered 
the  question  from  a  broad  point  of  view — the  forma- 
tion of  a  great  Central  Bank  under  one  Charter  and 
a  new  name  by  the  fusion  of  the  three  banks — while 
at  the  same  time  conserving  existing  interests.  The 
paid-up  capital  was  to  be  R.  5  crores  with  an  unpaid 
capital  of  the  same  amount.    Mr.  Dickson  proposed 
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that  the  bank  should  do  the  same  business  as  hitherto 
done  by  the  Presidency  banks,  and  at  the  same  time 
hoped  that  the  Government  of  India  would  return 
to  "  sounder  views  "  on  the  question  of  the  paper 
currency. 

With  such  a  large  capital  actually  provided  and  liable 
to  further  calls  in  case  of  need,  with  an  adequate  reserve 
ftmd  in  the  event  of  unforeseen  losses  arising  either  from 
the  ordinary  business  or  from  political  disturbances,  I  submit 
that  the  proposed  United  Bank  would  be  equal,  at  all  times 
and  under  all  circumstances,  not  only  to  meet  the  legitimate 
requirements  of  commerce,  but  by  unity  of  action  and  under 
the  eye  of  the  Supreme  Government  (i.e.  the  Government 
of  India),  to  control  those  recurring  monetary  crises,  which, 
although  hitherto  more  felt  in  the  Bombay  Presidency,  yet 
very  closely  and  intimately  afiect  the  interests  and  position 
of  all.  Government  would  have  an  absolute  guarantee  for 
the  unvarying  management  of  their  Treasuries  under  one 
controlling  power ;  a  certainty  of  greater  economy  in  the 
use  and  distribution  of  their  balances  throughout  India  ; 
uniform  management  of  the  Public  Debt  under  the  same 
safeguards  but  with  enlarged  security,  and  a  powerful  agent 
in  aidiag  them  in  all  their  financial  measures,  not  only  at  the 
seat  of  Government  but  by  combined  action  throughout  the 
whole  country. 

Mr.  Dickson  proposed  local  boards  of  directors  at 
Bombay  and  Madras,  but  the  central  control  would 
be  the  board  in  Calcutta.  The  rules  of  doing  business 
in  Calcutta  would  be  followed  by  the  Bombay  and 
Madras  boards.  The  Bank  of  Bombay  did  not  agree 
to  the  scheme,  and  the  Bank  of  Bengal  thereupon 
withdrew  in  August  1867  from  the  negotiations. 

In  January  1868  the  Bank  of  Bombay  went  into 
liquidation.  The  liabilities  were  subsequently  paid 
up  in  full,  but  E.  189  lakhs  of  capital  were  lost.     A 
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new  Bank  of  Bombay  was  formed  in  the  same  year 
with  a  capital  of  E.  100  lakhs,  R.  50  lakhs  being  paid 
up  in  1868  and  the  remainder  in  1874.  The  history 
of  the  speculative  mania  leading  to  the  liquidation  of 
the  bank  and  of  that  remarkable  personage  Mr. 
Premchund  Roychund,  whose  position  was  not  that 
of  an  ordinary  speculator,  is  well  described  in  A 
Financial  Chapter  in  the  History  of  Bombay  City,^  by 
Sir  D.  E.  Wacha.  A  Commission  was  appointed  by 
the  Government  of  India  to  inquire  into  the  causes 
of  failure  of  the  Bank  of  Bombay,  and  in  1869  this 
Commission  submitted  its  report.  The  causes  were 
ascribed  to  (1)  the  last  Charter  Act,  which  was  much 
too  lax  as  compared  with  its  predecessor ;  (2)  weak 
administration  by  the  Secretaries  and  Directors  ;  and 
(3)  the  abnormal  rise  in  the  price  of  cotton  and  "  the 
very  exceptional  nature  of  the  times."  The  majority 
of  the  Committee,  consisting  of  Sir  Charles  Jackson, 
the  President,  and  Mr.  Maxwell  Melville,  were  of 
opinion  that  Government  should  retire  from  their 
position  as  a  shareholder.  Major  Innes,  on  the 
contrary,  considered  the  position  expedient.  Sir 
Charles  Jackson  held  the  view  that  Government's 
participation  was  no  real  security  against  disaster. 
The  Government  Directors  had  other  duties  to  perform 
and  had  neither  the  leisure  nor  sometimes  the  special 
qualifications  to  enforce  an  effective  and  vigilant 
control.  The  responsibility,  in  short,  was  apparent, 
not  real.  Moreover,  with  the  great  development  of 
mercantile  resources.  Government  aid,  it  was  believed, 
was  unnecessary,  and  the  safety  of  Government's 
balances  could  be  secured  by  restrictions  in  the  form 
of  an  Act.     By  Act  XL  of  1876 — an  Act  for  consti- 

^  Bombay,  A.  J.  Combridge  &  Company. 
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tuting  and  regulating  the  banks  of  Bengal,  Madras, 
and  Bombay— Government  retired  from  their  position 
as  a  shareholder.  This  Act  was  based  on  a  draft 
drawn  up  by  the  new  Bank  of  Bombay  in  1872  and 
was  subjected  to  very  careful  revision  in  the  Financial 
and  Legislative  Departments  of  the  Government  of 
India.  The  Act  was  more  elaborate  and  systematic 
than  previous  Acts.  The  main  characteristics  of  the 
Act  are  the  restrictions  on  the  kind  of  business  to  be 
transacted  and  the  mode  of  its  transaction,  the  power 
of  inspection  on  the  part  of  Government,  and  the 
periodical  publication  of  the  bank's  balance-sheets. 
The  chief  relaxations  included  permission  to  invest  in 
(1)  railway  stock,  debentures  or  shares  of  railway  or 
other  companies  the  interest  of  which  is  guaranteed 
by  Government,  and  (2)  the  debentures  of  legally 
constituted  mimicipalities.  The  advance  of  money 
was  no  longer  restricted  to  goods  "  not  of  a  perishable 
nature."  It  was  left  to  the  banks  to  decide  whether 
the  goods  were  of  a  nature  to  warrant  advances  or  not 
without  any  risk  of  a  breach  of  the  law.  Branches 
could  be  opened  at  the  discretion  of  the  banks  them- 
selves within  the  respective  Presidencies,  and  without 
the  previous  sanction  of  Government.  The  agency 
of  the  Bank  of  Bengal  in  Bombay  was  not  to  be 
disturbed,  but  it  was  limited  to  what  was  hitherto 
its  object,  the  transaction  of  the  business  proper 
of  the  Bank  of  Bengal,  and  it  was  not,  therefore,  to 
encroach  on  the  preserves  of  the  Bank  of  Bombay. 
As  the  Financial  Member  of  Council  added  at  the  time 
the  Bill  was  introduced,  "  should  permission  be  at  any 
future  time  given  to  the  Bank  of  Bombay  to  establish 
a  corresponding  agency  in  Calcutta,  it  will  be  under 
precisely  the  same  restrictions,  for  the  imposition  of 
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wMch  due  power  has  been  reserved."  Two  restric- 
tions suggested  by  tbe  Jackson  Commission  were 
incorporated  in  the  Act:  (1)  the  prohibition  of  dis- 
counting securities  supported  by  one  name  only ; 
and  (2)  the  limitation  of  advances  (other  than  those 
upon  security  authorised  by  the  Act)  in  respect  of 
any  single  person  or  firm  at  any  one  time  to  R.  6  lakhs. 
The  number  of  Directors  on  each  board  was  limited 
under  the  Act  to  not  more  than  nine  and  not  less  than 
six.  Three  of  the  Directors  form  a  quorum  for  the 
transaction  of  business.  The  Bank  of  Bengal  has  in 
1919  twenty-six  branches — Calcutta  (3),  Agra,  Akyab, 
Allahabad,  Benares,  Bombay  (agency),  Cawnpore, 
Chittagong,  Dacca,  Delhi,  Hyderabad  (Deccan), 
Jalpaiguri,  Lahore,  Lucknow,  Mouhnein,  Nagpore, 
Patna,  Rangoon,  Simla,  Naraingunge,  Secunderabad 
(sub- agencies),  Chandpur,  Parbhani,  and  Seraj gunge  ; 
the  Bank  of  Bombay  eighteen  branches — at  Bombay 
(2),  Ahmedabad,  Ahmedabad  City  (sub-branch), 
Akola,  Amroati,  Broach,  BycuUa  (Bombay),  Hydera- 
bad (Sind),  Indore,  Jalgaon,  Karachi,  Poona,  Rajkot, 
Sholapur,  Sukkur,  Surat,  and  Quetta  ;  and  the  Bank 
of  Madras  twenty-six  branches — at  Alleppey,  Banga- 
lore, Bellary,  Bimlipatam,  Vizianagram  (outstation), 
Calicut,  Cocoanada,  Narasapur  and  Rajahmundry 
(outstation).  Cochin,  Coimbatore,  Erode  (outstation), 
Colombo,  Guntur,  Bezwada  (outstation),  Kodaikanal, 
Madura,  Mungalore,  MasuUpatam,  Negapatam, 
Ootacamund,  Salem,  TelUcherry,  Trichinopoly,  Triv- 
andrum,  and  Tuticorin.  Statistics  relating  to  the 
three  Presidency  banks  will  be  found  in  the  Appendix. 
The  Act  of  1876  is  still  in  force,  and  has  been  amended 
only  slightly  by  Act  V.  of  1879,  Act  XX.  of  1899, 
and  Act  I.  of  1907. 


THE  INDIAN  BANKING  SYSTEM       363 

VII 

The  Indian  Joint-Stock  Banks 

The  Indian  Joint- Stock  banks,  with  the  exception 
of  the  Allahabad  Bank,  the  Alliance  Bank  of  Simla, 
and  the  Oudh  Commercial  Bank,  are  all  of  compara- 
tively recent  date.  The  Allahabad  Bank  was 
registered  in  1865  and  the  paid-up  capital  is  now  R.  30 
lakhs  of  rupees.  The  deposits  in  1917  were  approxi- 
mately R.  590  lakhs.  The  head  of&ce  is  at  Allahabad, 
and  there  are  fourteen  branches  with  twelve  sub- 
agencies.  Although  the  bank  commenced  operations 
in  1865,  the  first  branch  was  not  opened  until  twenty- 
three  years  later,  when  a  branch  was  opened  at 
Allahabad.  The  Alliance  Bank  of  Simla  was  founded 
in  1874.  Its  head  office  is  at  Simla.  It  has  thirty- 
nine  branches  and  eleven  sub-offices.  The  paid-up 
capital  in  1917  was  R.  84  lakhs.  The  deposits  in  1917 
were  over  R.  11  crores.  In  1916  the  bank  amalgam- 
ated with  the  Punjab  Banking  Company  and  the 
Delhi  and  London  Bank,  and  in  1917  with  the  Bank  of 
Rangoon.  In  June  1918  the  position  of  the  bank 
was  as  follows  (the  figures  in  brackets  are  the  figures 
for  June  1915)  :  capital  R.  87  lakhs  (R.  30  lakhs), 
deposits  R.  1,230  lakhs  (R.  577  lakhs),  net  profit  R.  9 
lakhs  (R.  5  lakhs).  The  Oudh  Commercial  Bank  was 
registered  in  1881.  The  head  ofl&ce  is  at  Fyzabad 
and  there  are  two  branches.  The  paid-up  capital 
is  R.  5  lakhs  and  the  deposits  nearly  R.  8  lakhs. 
Most  of  the  other  Indian  Joint-Stock  banks  are 
of  more  recent  date,  as  the  following  table  will 
show: 
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Dated 

Paid- 

De- 
posits. 

Number 

Bank. 

Head  Office. 

regis- 

up 

of  bran- 

tration. 

capital. 

ches. 

(lakhs) 

(lakhs) 

Bank  of  India .... 

Bombay 

1906 

50 

470 

Indian  Bank  .... 

Madras 

1907 

10 

41 

4 

Punjab  and  Sind  Bank 

Amritsar 

1908 

3 

30 

4 

Bharat  National  Bank  . 

Delhi 

1908 

4 

1 

6 

Bombay  Merchants'  Bank    . 

Bombay 

1909 

15 

1 

2 

Central  Bank  of  India  . 

Bombay 

1911 

25 

357 

6 

Bank  of  Mysore      . 

Bangalore 

1913 

10 

61 

7 

Bank  of  Northern  India 

Rawalpindi 

1908 

1 

6 

5 

Jessore  United  Bank     . 

1909 

1 

5 

Co-operative  Hindustan  Bank 

Calcutta 

1908 

U 

7 

2 

National  Financing  and  Com- 

mission Corporation  . 

Bombay 

1912 

11 

36 

1 

Of  the  forty-three  Joint-Stock  banks  wliicli  furnish 
returns  to  the  Department  of  Statistics  the  majority 
(60  per  cent)  have  been  formed  during  the  last  fifteen 
years.  The  importance  of  these  banks  in  the  banking 
system  may  be  gauged  from  the  following  data  :  ^ 

(In  lakhs  of  rupees.) 


Class  I. 
(18  banks). 

Class  II. 
(25  banks). 

Total. 

Paid-up  Capital    . 

Deposits 

Cash  balances 

3,04 

31,17 

7,65' 

44 
99 

20 

3,48 
32,16 

7,85 

The  paid-up  capital  of  these  forty-three  banks  is 
equivalent  to  93  per  cent  of  the  paid-up  capital  of 
the  three  Presidency  banks  and  46  per  cent  of  the 
cash  balances.  It  will  be  seen,  therefore,  that  these 
Indian  Joint-Stock  companies  are  not  yet  sufficiently 
so  strong  as  might  have  been  anticipated  in  com- 


1  There  are  in  all  88  Indian  Joint-Stock  banks  with  199  branches  in 
1917. 
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parison  with  the  three  Presidency  banks  of  Bengal, 
Bombay,  and  Madras. 

Before  leaving  the  question  of  Indian  Joint-Stock 
banks  a  reference  may  be  made  to  the  bank  failures 
of  1913  and  subsequent  years.  Owing  to  the  failure 
of  1913-17  no  less  than  34  per  cent  of  the  total  paid- 
up  capital  of  Indian  Joint-Stock  banks  has  been  lost. 
In  the  five  years  preceding  the  failures  a  considerable 
number  of  banks  of  mushroom  growth  sprang  up  in 
Western  India  (almost  the  proverbial  home  of  specu- 
lation), in  the  Punjab,  and  in  the  United  Provinces. 
Some  of  these  banks  attempted  to  make  large  profits 
without  having  a  staff  of  experienced  bankers.  It 
was  a  case  of  an  army  going  into  battle  without  any 
trained  ofl&cers  and  without  any  orders  from  the 
General  Staff.  Many  of  the  banks  had  inadequate 
reserves  against  their  deposits,  and  the  balance-sheets 
were  in  several  cases  good  examples  of  window-dress- 
ing. In  1910,  for  example,  the  percentage  of  cash  to 
liabilities  on  deposits  was  only  11,  and  in  very  many 
cases  the  percentage  was  lower  than  this.  This  is 
hardly  sufficient,  having  regard  to  local  conditions, 
for  these  pigmy  banks,  since  it  was  the  pigmy  banks 
that  came  to  the  wall.  Many  had  an  imposing  capital 
but  little  paid  up.  The  word  "  bank  "  was  used  in  a 
way  that  exploited  deposits  from  the  unwary  at  rates 
of  interest  which  made  it  impossible  for  money  so 
obtained  to  be  employed  lucratively  in  any  way, 
except  in  the  most  hazardous  enterprises.  In  one 
or  two  cases  banking,  as  we  have  seen,  included 
medical  attendance,  coach-building,  etc.  The  follow- 
ing table  brings  out  the  failures  since  1913  : 
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Liquidations 


Year. 

Capital  (in  laldis  of  rupees). 

Number. 

Authorised. 

Paid  up. 

35 

1,09 

5 

4 

25 

1913       .        .       . 

1914 

1915       . 

1916 

1917       .       . 

12 
42 
11 
13 
9 

2,74 
7,10 

56 
2,31 

76 

The  chief  failures  were  the  Indian  Specie  Bank  with 
a  paid-up  capital  of  E.  75  lakhs ;  the  People's  Bank 
with  a  paid-up  capital  of  R.  13  lakhs  and  deposits  of 
R.  1,26  lakhs;  the  Credit  Bank  of  India,  the  Standard 
Bank,  Bombay,  and  the  Bank  of  Upper  India,  each 
with  a  paid-up  capital  of  R.  10  lakhs. 

The  liquidators'  reports  are  sad  reading.  The 
report  of  the  Accountants  appointed  in  connection 
with  the  Specie  Bank  failure  contains  the  following  : 

We  have  found  tlie  books  in  an  incomplete  state.  They 
were  not  written  up  to  date.  .  .  .  The  general  loan  ledger 
contains  receipts  for  miscellaneous  advances,  chiefly  on  the 
security  of  pearls.  If  we  leave  out  pearls  and  share  badla 
business,  the  amount  of  orthodox  banking  business  pales 
into  insignificance  in  comparison  with  the  mammoth  silver 
deals.  ...  It  is  extremely  disappoiating  to  have  to  relate 
what  can  only  be  described  as  a  miserable  tale  of  the  lowest 
form  of  fraud,  the  creation  of  fictitious  debtors  and  the 
preparation  of  demand  promissory  notes  in  support  of  these. 
Summarising  our  remarks  imder  the  heading  "  False  Accounts," 
we  might  say  that  the  accounts  submitted  each  half-year 
were  rendered  falsely  to  shareholders  and  the  means  of  manipu- 
lating were  usually  applied  through  Nanabhai's  accounts. 
False  entries  were  carried  through  the  books  to  and  from  the 
account  of  this  Dummy  Silver  King,  by  which  silver  operations 
were  disguised  as  debtors  for  loans,  in  whose   hands  were 


xin        THE  INDIAN  BANKING  SYSTEM       367 

placed  bogus  demand  promissory  notes  for  presentation  to 
auditors.  When  the  audit  was  safely  over  the  disguised 
figures  disappeared  and  the  mysterious  Mr.  Nanabhai  resumed 
his  manipulations  of  the  silver  market.^ 

The  District  Judge  of  Lahore's  order  of  liquidation 
regarding  the  People's  Bank  contains  the  following : 

The  applicant  for  compulsory  winding  up  urged  four 
points  :  (1)  that  the  Directors  have  grossly  mismanaged  the 
afiairs  of  the  bank,  lending  to  themselves  or  to  companies 
in  which  they  are  directors  or  partners ;  (2)  that  the  mis- 
management has  been  such  as  to  raise  strong  belief  that  the 
Directors'  action  has  not  been  bonafde;  (3)  that  the  Directors 
have  committed  a  criminal  offence  in  paying  the  dividend 
of  December  30  last  out  of  capital ;  and  (4)  that  in  certain 
cases  companies'  assets  have  been  deliberately  made  away 
with.  For  the  last  point  the  audit  shows  a  debt  of  nearly 
R.  4  lakhs  due  from  the  Ganges  Flour  Mills,  whereas  the 
balance-sheet  of  that  Company  filed  by  applicant  shows  no 
debt  whatever  due  to  the  Peoples'  Bank.  The  case  of  the 
Cawnpore  Flour  Mills  is  similar.  With  regard  to  all  these 
points  I  am  not  recording  any  definite  finding  one  way  or 
the  other.  It  is  possible  that  they  may  be  satisfactorily 
explained.  There  is,  however,  a  strong  prima  facie  case  made 
out  which  would  justify  criminal  proceedings  if  proved. 
Under  the  circumstances  I  think  that  the  applicant  is  entitled 
to  receive  compulsory  liquidation.  ^ 

We  are  anxious  not  to  exaggerate  these  failures.  In 
the  first  place,  they  removed  the  weak  spots  from  the 
Indian  banking  system,  and  to-day  Indian  banks  are 
in  a  stronger  position  than  ever  before.*  Secondly, 
they  made  men  consider  the  necessity  of  overhauling 
the  banking  system  to  meet  the  new  and  changed 
conditions  brought  about  by  the  great  commercial 

1  Pioneer,  December  21,  1913. 
2  Sngliahman,  November  18,  1913.  '  Chapter  XIV. 
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and   industrial  development   in    this  country  siuce 
1904-5. 

The  strength  of  the  comparative  Presidency, 
Exchange,  and  Indian  Joint-Stock  banks  is  brought 
out  in  the  following  table  :  ^ 

(In  crores  of  rupees.) 


Paid-up 
capital. 

Deposits. 

Percentage 
of  cash  to 
liabilities. 

Presidency  banks     . 

Kxchange  banks 

Indian  Joint-Stock  banks 

4 

28  * 

3 

76 

63  t 
32 

45 
63  J 
24 

•  Total  paid-up  capital.  t  Indian  portion  only. 

t  Calculated  on  the  deposits  and  cash  balances  in  India  only. 


VIII 


A  Central  Bank 

We  now  return  to  the  question  of  a  Central  Bank. 
There  is  nothing  new  under  the  sim.  It  is  almost 
equally  true  to  say  there  is  nothing  new  in  the 
Secretariat  of  the  Government  of  India.  At  the 
present  time  the  proposal  for  an  amalgamation  of 
the  Presidency  banks  is,  it  is  imderstood,  again 
under  consideration,  and  its  chances  of  coming  to 
fruition  are  far  rosier  than  at  any  time  in  its  previous 
chequered  history.  This  question  appears  and  re- 
appears in  a  new  garb  from  time  to  time.  It  was 
considered,  as  we  have  seen,  in  1836, 1859,  and  1867. 
In  1870  a  member  of  the  Viceroy's  Executive  Council 
(Mr.  Ellis)  wrote  : 

The  change  which  I  advocate  as  the  best  is  the  establish- 
1  Data  are  for  1917. 


THE  INDIAN  BANKING  SYSTEM        369 

ment  of  one  State  bank  for  India  with  branches  at  the  Presi- 
dency towns.  I  do  not  by  this 'contemplate  the  creation  of 
an  expanded  Bank  of  Bengal.  ...  I  believe  the  Bank  of 
France  would  furnish  a  model  which,  with  suitable  modifica- 
tions, might  be  adopted  for  India. 

In  1871  the  Grovernment  of  India  were  somewhat 
doubtful  whether  they  could  induce  men  of  commercial 
ability  and  experience  as  well  as  of  high  standing 
and  character,  to  come  to  India  to  manage  such  a 
bank.  From  this  time  until  1898  the  question  was 
lost  to  view  until  the  question  was  mooted  by  several 
witnesses  before  the  Fowler  Committee.  Mr.  Alfred 
de  Rothschild,  for  example,  suggested  a  scheme  for 
absorbing  the  Presidency  banks  into  a  State  bank. 
He  suggested  that  the  capital  of  the  bank  should  be 
the  same  as  that  of  the  Bank  of  England,  and  it 
should  be  held  partly  in  gold  and  partly  in  securities. 
The  bank  should  have  power  to  issue  notes  against 
the  whole  of  this  capital,  but  the  question  of  the 
amount  of  capital  was  a  matter  for  further  considera- 
tion with  reference  to  the  efficiency  of  the  bank 
as  a  machine  (1)  for  maintaining  the  Gold  Standard, 

(2)  for  earning  dividends  for  the  shareholders,  and 

(3)  for  aiding  in  the  development  of  trade  and 
industry.  The  bank  would  hold  the  Government 
balances,  import  silver  for  coinage  free  of  duty, 
share  in  the  profits  of  coinage,  foUow  the  Banks  of 
France  and  Germany  in  their  methods  of  protecting 
the  export  of  gold,  and  maintain  a  steady  rate  of 
discount.  He  was  of  opinion  that  the  bank  should 
confine  itself  (like  the  existing  Presidency  banks) 
to  internal  operations  and  not  take  any  part  in 
exchange  business.  The  Board  of  Directors  would 
consist  of  representatives   of   the   chief  merchants 

2b 
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and  bankers,  Government  having  the  right  to  appoint 
its  own  representatives,  as  it  was  most  desirable 
that  the  policy  of  the  Government  of  India  and  that 
of  the  bank  should  be  in  complete  harmony. 

Sir  Everard  Hambro,  a  member  of  the  Fowler 
Committee,  drew  attention  to  the  advantages  of  a 
strong  Central  bank  (1)  in  assisting  currency  policy, 
i.e.  in  carrying  out  regulations  connected  with  the 
stability  of  exchange  or  the  convertibility  of  the  rupee, 
and  (2)  in  developing  the  banking  resources  of  India 
in  times  of  stress  and  of  curtaihng  them  in  times  of 
slackness.  He  referred  to  the  Committee's  remark 
regarding  the  strengthening  of  banking  arrangements 
and  the  adjusting  of  it  to  the  growing  requirements 
of  Indian  trade.  He  pointed  out  that  in  Europe 
the  carrying  out  of  currency  laws  had  been  entrusted 
to  banks  established  or  strengthened  for  that  purpose ; 

a  strong  bank,  properly  constituted,  would  be  a  power- 
ful assistant  in  giving  effect  to  any  regulation  having  the 
convertibility  of  the  rupee  in  view,  and  that,  working  under 
proper  currency  regulations,  such  a  bank  would  be  likely 
to  carry  them  out  in  a  more  effective  way,  and  in  a  manner 
more  in  harmony  with  the  trade  wants  of  the  country,  than 
any  Government  Department,  however  well  administered, 
could  possibly  do.^ 

As  we  saw  in  Chapter  V.  the  Secretary  of  State 
commended  this  to  the  careful  consideration  of  the 
Government  of  India.  In  June  1901  it  was  proposed 
by  Government  temporarily  to  abandon  the  proposal 
on  account  of  provincial  and  personal  jealousies, 
and  also  on  the  score  of  expense,  partly  because  it 
was  then  considered  that  additional  capital  could  not 
profitably   be   employed   throughout  the  year.     In 

1  Page  42,  C.  9390—1899. 
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July  of  the  same  year  the  Secretary  of  State  accepted 
reluctantly  the  recommendation,  but  hoped  that  the 
question  of  a  Central  bank  would  again  be  taken 
up  whenever  there  was  a  probability  of  its  being 
successfully  carried  out. 

In  1912  and  1913  when  Indian  finance  was  again 
under  the  full  blaze  of  criticism  in  the  Press  and  else- 
where, and  before  the  Chamberlain  Commission  had 
been  appointed,  the  late  Sir  Edward  Holden  again 
prominently  brought  the  question  into  the  sphere 
of  practical  politics  at  the  annual  meeting  of  the 
London  City  and  Midland  Bank  in  January  1913. 
"  If,"  he  said,  "  a  bank,  similar  to  the  Bank  of 
France,  were  established  in  India,  with  numerous 
branches  in  different  parts  of  the  country,  and 
followed  up  by  a  greater  development  of  sound 
banking  institutions,  then  credit  would  be  created 
by  means  of  loans,  discounting  and  borrowing  would 
be  increased,  and  8  per  cent  bank  rates  would 
disappear."  ^  An  article  on  "  A  State  Bank  for 
India"  in  The  Times  of  14th  March  1913  referred 
to  the  fact  that  the  Presidency  banks  were  inade- 
quately capitaUsed,  and  being  strictly  compartmented 
were  also  unable  to  develop  as  they  would  do  if  all 
parts  of  the  coimtry  were  open  to  them. 

There  can  be  no  question  that  a  State  bank  would  have 
a  most  salutary  efEect  in  securing  the  confidence  of  the 
people  with  money  to  invest.  India  suffers  from  a  vast 
amount  of  infructuous  capital  which  a  State  bank  would  be 
likely  to  draw  forth  in  the  shape  of  shares  or  deposits.  Hither- 
to, the  investment  of  money  by  deposit  in  banks  has  been 
on  a  much  smaller  scale  than  it  ought  to  be.  .  .  .  Another 

^  Speech  of  Sir  Edward  Holden,  Bart.,  at  the  Annual  General  Meeting  of 
the  London  City  and  Midland  Bank  on  21st  January  1913. 
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great  advantage  would  be  a  far  better  utilisation  of  the 
capital  of  the  concern  than  is  possible  in  the  case  of  the 
three  Presidency  banks  with  their  existing  limitations.  The 
central  institution  would  have  branches  in  every  part  of  India, 
and  would  be  able  to  let  the  capital  flow  in  the  directions 
where  it  was  most  needed.  The  facilities  it  woidd  have  for 
financing  trade  would  go  far  to  eliminate  the  sharp  seasonal 
divergences  between  discount  rates  in  India.  Given  a  State 
bank  with  large  capital  and  plenty  of  resources,  the  Govern- 
ment could  again  keep  its  headquarters  balances  in  bank 
custody  without  any  apprehension  of  monetary  disturbances 
in  consequence  of  withdrawals,  and,  on  the  other  hand,  it 
would  be  able  to  depend  on  the  bank  to  advance  money  if 
the  needs  of  the  State  momentarily  required  the  assist- 
ance. 

The  Chamberlain  Commission  had  the  advantage 
of  two  carefully"  prepared  memoranda,  one  by  Mr. 
Keynes  in  which  Sir  Ernest  Cable  collaborated,  the 
other  by  Sir  Lionel  Abrahams,  who  submitted  his 
memorandum  with  the  concurrence  of  the  Secretary 
of  State.  There  are  one  or  two  criticisms  with 
regard  to  Mr.  Keynes'  note,  mainly  concerned  with 
the  constitution  of  such  a  bank.  It  will,  we  believe, 
ultimately  be  preferable  to  follow  the  example  of 
the  United  States,  where  the  Democrats  always 
opposed  a  Central  bank.  The  leaders,  therefore, 
set  about  devising  a  scheme  which  would  accomplish 
the  good  results  of  a  Central  bank,  and  yet  avoid 
the  criticisms  that  such  a  creation  would  certainly 
produce.  Mr.  Keynes'  memorandum  clearly  brings 
out  the  advantages  of  a  State  bank  both  to  Govern- 
ment and  to  the  mercantile  community.  These 
advantages  include  (1)  the  abolition  of  the  inde- 
pendent treasury  system,  its  place  being  taken  by  a 
large  public  or  quasi-public  bank,  the  absence  of 
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wMch  was  the  cause  of  a  system  which,  resulted  in 
large  suras  being  drawn  off  the  money  market  from 
time  to  time  into  reserve  treasuries  ;  (2)  the  dis- 
continuance of  the  system  of  keeping  large  sums  at 
loan  for  short  periods  in  the  London  money  market ; 
(3)  the  management  of  a  note  issue  by  an  agency 
possessing  greater  opportunities  for  increasing  the 
note  circulation ;  (4)  the  handing  over  to  expert 
bankers  financial  and  semi-financial  work  now  done 
by  officials,  e.g.  questions  relating  to  balances,  the 
paper  currency,  remittance,  and  loans  on  the  London 
money  market;  vexatious  criticisms  in  India  and 
in  London  on  details  of  finance  would  be  avoided  ; 

(5)  the  release  of  Government  balances  and  the 
development  of  the  paper  currency  would  benefit 
trade,  especially  by  avoiding  the  large  fluctuations 
in  discount  rates  between  the  busy  and  slack  seasons  ; 

(6)  the  increase  in  branch  banking  in  many  parts 
of  India  where  they  are  almost  entirely  wanting ; 
and  (7)  the  introduction  of  re-discount  facilities 
which  would  greatly  assist  the  eventual  development 
of  Indian  banking.  The  only  argument  of  weight 
against  the  scheme  is  that  of  interference  with  vested 
interests.  The  Presidency  banks  are  not  hostile, 
and  two  of  their  directorates  are  certainly  at  the 
present  time  in  favour  of  a  State  bank  on  certain 
conditions.  The  introduction  of  the  scheme  would, 
Mr.  Keynes  thinks,  provide  a  wide  margin  of  profit 
for  the  shareholders  of  the  amalgamated  Presidency 
banks  to  share  in.  Although  the  Exchange  banks 
would  not  unlikely  be  opposed  to  change,  yet  greater 
stability  in  the  Indian  financial  system  would  be 
entirely  to  their  gain.  Moreover,  as  the  Government 
of  India  said  in  1900-1901  : 
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We  cannot  see  that  the  Exchange  banks  make  out  a 
strong  claim  for  protection,  and  a  suggestion  which  has  been 
made  that  a  Central  bank  should  be  bound  to  make  any 
and  all  remittances  through  their  agency  is  out  of  the  question. 
We  could  have  wished  that  this  contention  of  the  banks 
{i.e.  regarding  State-aided  competition),  which  appears  to  us 
to  be  untenable,  had  been  supported  by  some  clearer  indication 
of  the  actual  manner  in  which  the  competition  they  deprecate 
may  be  expected  to  prove  unfair  and  injurious. 

The  Chamberlain  Commission  reported  in  1914 
that  they  regarded : 

.  .  .  the  question,  whatever  decision  may  ultimately  be 
arrived  at  upon  it,  is  one  of  great  importance  to  India, 
which  deserves  the  careful  and  early  consideration  of  the 
Secretary  of  State  and  of  the  Government  of  India.  We 
think,  therefore,  that  they  would  do  well  to  hold  an  enquiry 
into  it  without  delay,  and  to  appoint  for  this  purpose  a  small 
expert  body,  representative  both  of  official  and  non-official 
experience,  with  directions  to  study  the  whole  question  in 
India  in  consultation  with  the  persons  and  bodies  primarily 
iaterested,  such  as  the  Presidency  banks,  and  either  to  pro- 
nounce definitely  against  the  desirability  of  the  establishment 
of  a  State  or  Central  bank  in  India  at  the  present  time,  or 
to  submit  to  the  authorities  a  concrete  scheme  for  the  estabUsh- 
ment  of  such  a  bank  fuUy  worked  out  in  all  its  details  and 
capable  of  immediate  apphcation. 

As  the  war  broke  out  some  months  after  the 
publication  of  the  Report,  the  matter  was  deferred. 
In  the  interval  questions  were  asked  in  the  Imperial 
Legislative  Council,  and  in  March  1919  a  resolution 
was  brought  forward  for  the  appointment  of  a  Com- 
mittee to  recommend  the  measures  required  for 
organising  and  developing  the  banking  system  of 
the  country.  In  support  of  this  resolution  the 
recommendations   of  the   Chamberlain   Commission 
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just  quoted  and  of  the  Indian  Industrial  Commission 
1918  were  referred  to.     The  latter  Commission  asked  : 

.  .  .  for  the  appointment  at  the  earliest  possible  date  of 
an  expert  Committee  to  consider  what  additional  banking 
facilities  are  necessary  for  the  initial  and  for  the  current 
finance  of  industries ;  what  form  of  Government  assistance 
or  control  will  be  required  to  ensure  their  extension  on  sound 
lines  as  widely  as  possible  throughout  the  country ;  and 
whether  they  would  be  of  provincial  or  of  imperial  scope, 
or  whether  both  these  forms  might  not  be  combined  in  a 
group  of  institutions  working  together; 

The  Industrial  Commission  referred  mainly  to  the 
development  of  industrial  banking.  Sir  James  Meston 
on  behalf  of  Government  was  unwilling  to  undertake 
at  the  moment  the  wide  inquiry  which  Honourable 
Members  were  pressing  Government  to  carry  through. 
His  reason  was  the  cogent  one  that  Government 
are  up  to  the  eyes  with  urgent  and  necessary  work 
connected  with  the  Reforms  Scheme.  Government, 
however,  were  prepared  to  act  on  the  recommenda- 
tion of  the  Industrial  Commission  and  to  appoint 
a  Committee  on  industrial  banks.  The  great  and 
complex  problem  of  Indian  banking  reform  rests 
here  for  the  present.  Since  the  bank  failures  of  1913 
the  v/hole  question  has  been  greeted  with  a  chorus 
of  criticism  followed  by  a  good  deal  of  inevitable 
confusion  in  regard  to  this  extremely  difficult  matter. 
No  one  seeks  to  arraign  the  entire  Indian  banking 
system  ;  but  there  are  not  wanting  critics  who  believe 
there  is  a  good  deal  of  timid  slackness  in  regard  to 
reform,  and  that  the  time  has  come  for  a  public  audit. 


CHAPTER  XIV 

THE  INDIAN  BANKING   SYSTEM   (continued) 

To  the  man  of  average  intelligence  who  takes  an 
interest  in  things  general,  the  man  in  the  street  in 
fact,  there  appears  to  be  something  of  the  glorious 
uncertainty  of  cricket  as  to  what  function  each  class 
of  bank  performs  in  the  Indian  banking  system. 
We  propose  in  this  chapter  to  look  into  this,  and  to 
describe  the  business  transacted  by  the  various 
classes  of  banks. 


The  Business  op  the  Presidency  Banks 

First  as  to  the  Presidency  banks.  The  business 
of  the  Presidency  banks  of  Bengal,  Madras,  and 
Bombay  is  restricted  by  the  only  banking  legislation 
on  the  Indian  Statute  Books,  viz.  the  Presidency 
Banks  Act  No.  XI.  of  1876  as  amended  by  Act  V. 
of  1879,  Act  XX.  of  1899,  and  Act  I.  of  1907.i     The 

1  Act  XI.  of  1876  will  be  found  in  Vol.  II.  (fourth  edition)  of  the 
Unrepealed  General  Acts  of  (he  Governor-General  in  Council,  pp.  484-517 
(Superintendent,  Government  Printiug,  Calcutta) ;  Act  V.  of  1879  in  vol. 
iii.  pp.  4-5 ;  Act  XX.  of  1899  in  vol.  v.  p.  480 ;  Act  I.  of  1907,  vol.  vi. 
pp.  98-100. 

376 
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business  of  these  banks  is  also  restricted  by  the 
bye-laws  made  under  Section  63  of  the  Act  of  1876. 
The  three  main  restrictions  are  (1)  the  prohibition 
from  dealing  in  exchange  ;  (2)  the  prohibition  from 
raising  funds  in  London ;  and  (3)  the  restriction 
on  lending.  On  the  other  hand,  the  Presidency 
banks  have  the  privilege  of  holding  a  portion  of  the 
Government  balances. 

In  Sections  36  and  37  the  class  of  business  is  laid 
down.  Section  36  authorises  the  bank  to  carry  on 
the  following :  (1)  the  grant  of  advances,  loans, 
and  credits  on  the  security  of  (a)  stocks,  bonds,  etc., 
issued  by  the  British  Government,  the  Secretary 
of  State  for  India,  the  Government  of  India, 
Guaranteed  and  Assisted  Indian  Eailway  Companies, 
Municipal  and  Local  bodies  of  various  kinds  in 
India ;  (&)  bullion  or  other  goods  deposited  with 
or  assigned  to  the  bank,  or  of  which  the  documents 
of  title  are  so  deposited  or  assigned ;  (c)  accepted 
bills  of  exchange  and  promissory  notes  endorsed  by 
the  payees,  and  joint  and  several  promissory  notes 
of  two  or  more  persons  or  firms  not  connected  with 
each  other  in  general  partnership ;  the  Bank  of 
Madras  may  also  lend  on  Ceylon  Government 
securities,  but  may  not  hold  such  securities,  whether 
as  security  for  loans  or  as  investments  (see  4  below) 
in  excess  of  the  amount  of  the  deposits  at  its  Ceylon 
branch ;  advances  and  loans  may  be  granted  to 
Government  without  specific  security  ;  (2)  the  realis- 
ing of  securities  mentioned  in  (1)  when  necessary; 
(3)  the  drawing,  discounting,  buying,  an.d  selling 
of  bills  of  exchange  and  other  negotiable  securities 
payable  in  India  or  Ceylon ;  (4)  investing  in  any  of 
the  stocks,  bonds,  etc.,  mentioned  in  (1),  and  selling 
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them  when  required ;  but  the  Banks  of  Bengal  and 
Bombay  may  not  invest  in  securities  of  the  Govern- 
ment of  Ceylon ;  (5)  the  receiving  of  money  on 
deposit  and  current  account ;  (6)  the  buying  and 
selling  of  gold  and  silver ;  (7)  the  borrowing  of 
money  in  India  for  the  purposes  of  the  bank's  business, 
and  the  giving  of  security  for  money  so  borrowed 
by  pledging  assets  or  otherwise  (this  was  added 
by  Act  V.  of  1879) ;  (8)  the  transacting  of  business 
for  Government.  It  may  be  well  to  quote  this 
comprehensive  section. 

It  shall  be  also  lawful  for  the  bank  under  any  arrange- 
ment or  agreement  with  the  Secretary  of  State  for  India  in 
Council :  (1)  to  act  as  banker  for,  and  to  pay,  receive,  collect, 
and  rerdt  money,  bullion,  and  securities  on  behalf  of  the 
Government ;  (2)  to  undertake  and  transact  any  other 
business  which  the  Government  may  from  time  to  time 
entrust  to  the  bank.  And  the  Directors  shall  have  power 
from  time  to  time  to  arrange  and  settle  with  the  Governor- 
General  in  Council  the  terms  of  remuneration  on  which  such 
business  shall  be  undertaken  by  the  bank,  and  also  as  to  the 
examination  and  audit  from  time  to  time  of  the  accounts 
and  affairs  of  the  bank  by  or  on  behalf  of  the  Governor- 
General  in  Council. 

There  are  subsidiary  kinds  of  business  mentioned 
in  Section  36,  such  as  (1)  the  grant  of  loans  to  Courts 
of  Wards  for  a  period  of  not  more  than  six  months 
on  the  security  of  estates  under '  their  charge ;  (2) 
the  selling  of  property  which  may  come  to  the  bank 
in  satisfaction  of  any  of  its  claims ;  (3)  acting  as 
agent  on  commission  to  buy  and  sell  securities,  to 
receive  the  principal  and  dividends,  and  to  remit 
principal  and  dividends  at  the  risk  of  the  owner  by 
bills  of  exchange  payable  either  in  India  or  elsewhere  ; 
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(4)  drawing  bills  of  exchange  and  granting  letters 
of  credit  payable  out  of  India  for  the  use  of  principals 
for  the  purpose  of  the  remittances  mentioned  in  (3)  ; 
buying  bills  of  exchange  payable  out  of  India  at  a 
usance  not  exceeding  six  months  to  meet  such  bills 
or  letters  of  credit. 

In  Section  37  the  granting  of  loans  or  advances 
is  limited  by  the  following  restrictions  :  (1)  the  loans 
or  advances  may  not  be  for  more  than  six  months  ; 
(2)  they  may  not  be  on  the  security  of  stock  or 
shares  of  the  bank,  or  on  the  security  of  landed 
property,  except  in  the  case  of  loans  to  Courts  of 
Wards  referred  to  in  the  preceding  paragraph ;  (3) 
except  on  the  security  of  the  stock,  etc.,  referred  to 
in  the  beginning  of  the  previous  paragraph  (Section 
36  (1),  or  of  bullion  or  goods,  bills  for  any  individual 
or  firm  may  not  be  discounted  beyond  the  limit 
prescribed  by  the  bank's  bye -laws  ;  nor  may  the 
bank  lend  or  advance  in  any  way  to  any  individual 
or  firm  an  amount  exceeding  on  the  whole  at  any 
one  time  the  said  limit ;  (4)  it  may  not  discount  or 
buy  or  take  as  security  for  an  advance,  loan,  or 
credit  a  negotiable  instrument  of  any  individual  or 
firm  payable  in  the  town  or  at  the  place  where  it  is 
presented  for  discount  which  does  not  carry  on  it 
the  several  responsibilities  of  two  persons  or  firms 
not  connected  in  general  partnership  (the  bye- 
law  places  the  limit  specified  for  the  purposes  of 
Section  37  at  R.  6  lakhs  for  the  Banks  of  Bengal 
and  Bombay  and  R.  5  lakhs  for  the  Bank  of  Madras) ; 

(5)  it  may  not  discount,  or  buy,  or  take  as  security 
for  an  advance,  loan,  or  credit  any  negotiable  security 
payable  after  a  longer  period  than  six  months.  It 
is  not  generally  known  even  by  those  who  draw  their 
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bank  balances  down  to  the  bone  that  customers  may 
be  allowed  an  overdraft  to  a  sum  not  exceeding 
E.  10,000  without  security. 

It  is  also  prescribed  in  the  Act  that  a  Presidency 
bank  must  submit  to  the  Government  of  India  any 
information  regarding  its  affairs  and  any  of  its  docu- 
ments that  the  Government  of  India  may  require. 
It  must  publish  such  statements  of  assets  and 
liabilities  as  the  Government  of  India  may  prescribe. 
Of  the  other  wholesome  restrictions  those  relating 
to  the  directors  and  staff  are  not  without  interest, 
especially  to  those  of  us  who  remember  the  happenings 
of  1913  in  the  Indian  banking  world  when  so  many 
failures  took  place.  The  number  of  directors  is 
fixed  at  not  more  than  nine  and  not  less  than  six. 
The  two  senior  directors  must  go  out  of  of&ce  at  the 
annual  general  meeting,  but  may  be  re-elected.  A 
director  must  hold  a  minimum  of  R.  10,000  in  his 
own  right  of  the  bank's  shares.  Directors,  promoters, 
agents,  and  managers  of  any  other  joint-stock  bank 
established,  or  having  a  branch  or  agency  or  adver- 
tised as  about  to  be  established,  or  to  have  a  branch 
or  agency,  in  British  India  are  automatically  dis- 
qualified from  being  eligible  for  the  directorate  of 
any  Presidency  bank.  Government  officials,  imless 
specially  authorised  by  the  Government  of  India, 
holders  of  any  other  office  of  profit  under  the  bank, 
bankrupts,  lunatics,  and  directors  who  are  absent 
from  the  Board  for  more  than  three  months,  are 
also  ineligible.  Two  persons  who  are  partners  of 
the  same  mercantile  firm,  or  one  of  whom  is  the 
general  agent  of  or  holds  a  power  of  procuration 
from  the  other  or  from  a  mercantile  firm  of  which 
the  other  is  a  partner,  may  not  serve  as  directors  at 
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the  same  time.^  No  secretary,  inspector,  manager, 
or  accountant,  and  (without  the  previous  sanction 
of  the  Board)  no  khazanchi,  cashier,  or  shroff  in  the 
service  of  a  Presidency  bank  may  engage  in  any 
other  banking  or  commercial  business  as  principal 
or  agent,  or  act  as  broker  or  agent  for  the  sale  or 
purchase  of  securities. 

We  have  seen  in  the  preceding  chapter  that  new 
branches  or  agencies  cannot  be  opened  outside  the 
"  sphere  of  influence  "  of  the  bank,  except  with  the 
previous  consent  of  the  Government  of  India.  No 
agency  of  a  Presidency  bank  in  a  Presidency  town 
(i.e.  the  Agency  of  the  Bank  of  Bengal  in  Bombay) 
may  grant  advances,  loans,  or  credits,  or  open  deposit 
or  current  accounts,  or  discount  bills  drawn  payable 
in  the  Presidency  in  which  it  is  established,  or  act 
as  agent  on  commission,  or  transact  any  business 
except  as  agent  of  its  principal  bank  or  any  of  its 
branches  or  agencies. 

The  Act  of  1876  (Section  63)  also  prescribes  the 
making  of  bye-laws.  These  bye-laws  were  revised 
in  1907,  and  refer  (1)  to  the  limits  of  advances  as 
required  by  Section  37  referred  to  above ;  (2)  to  the 
conditions  under  which  advances  may  be  made  to 
directors  or  officers  of  the  bank  or  their  relatives 
and  connections ;  a  director  is  precluded  from  having 
any  voice  in  dealing  with  applications  for  the  grant 
of  accommodation  to  himself,  his  partners,  co-trustees, 
employees,  and  relatives ;  (3)  to  the  particulars  to 
be  given  in  the  half-yearly  balance  sheet.  The 
remuneration  of  the  directors  and  some  other  matters 
are  fixed  by  bye-laws.  No  bye-law  is  valid  unless 
it  is  consistent  with  the  provisions  of  the  Act  and  has 

^  Sections  24,  26,  and  27  of  the  Presidency  Banks  Act  XI.  of  1876. 
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been  approved  in  writing  by  the   Government  of 
India, 


II 

The  Business  op  the  Exchange  Banks 

Next  with  regard  to  the  Exchange  banks.  The 
business  of  these  banks  may  be  divided  into  (a) 
exchange  business  and  (6)  ordinary  business.  Bills 
against  the  export  trade  are  drawn,  D-A  (documents 
on  acceptance)  and  D-P  (documents  on  payment), 
and  are  largely  drawn  at  three  months'  sight.  They 
are  purchased  by  the  banks'  branches  in  India. 
The  D-P  bills  are  held  by  their  London  offices  until 
they  are  retired  or  paid  at  maturity.  The  D-A 
bills  as  a  general  rule  are  discounted,  or  rediscounted, 
immediately  after  acceptance.  They  are  rediscounted 
with  the  English  Joint-Stock  banks  and  the  Scotch 
banks,  or  with  bill-brokers  financed  by  these,  and 
especially  in  times  of  stringency  with  the  Bank  of 
England.  These  bills  may  be  held  for  a  time  by  the 
Indian  Exchange  banks  in  London.  This  would 
occur  when  business  in  India  was  stagnant,  or  when 
money  was  difficult  to  employ  in  London.  To  the 
extent  to  which  the  D-A  are  rediscounted  immediately 
after  acceptance  (which  they  are  in  the  great  majority 
of  cases)  the  Indian  export  trade  is  financed  not  with 
the  funds  of  the  Exchange  banks,  except  from 
the  time  of  the  purchase  of  the  bills  in  India 
to  their  arrival  in  London,  but  with  the  funds  of 
the  British  banks,  i.e.  with  British  and  not  Indian 
capital. 

Next   with    regard    to    the    import    trade.     The 
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Exchange  banks  also  finance  the  import  trade 
through  their  London  offices.  Bills  are  drawn  on  the 
consignees  D-A  or  D-P,  in  sterling  for  the  most  part, 
payable  with  interest  from  the  dates  of  the  bills  to 
the  approximate  dates  of  arrival  of  the  remittances 
in  London,  by  demand  draft  on  London.  These 
bills  are  never  rediscounted.  Thus  the  import  trade, 
it  will  be  seen,  is  financed  to  a  much  greater  extent 
than  the  export  trade  with  funds  of  the  Exchange 
banks  alone.  The  Exchange  banks'  purchases  of 
Indian  export  bills  represent  transfers  of  their  funds 
to  London.  Their  advances  against  import  bills 
are  the  return  of  these  funds.  As  exports  normally 
exceed  imports,  the  deficiency  of  import  bills  is  made 
good  by  shipments  of  gold  coin  and  bullion  and  also 
silver  bullion  from  London  and  elsewhere,  and  to  a 
very  small  extent  by  transfers  of  Government  Rupee 
Paper  from  London  to  India,  and  as  regards  the  balance 
by  purchases  of  Council  bills  and  telegraphic  trans- 
fers. The  last  are  freely  resorted  to  when  exports 
from  India  are  at  their  height,  and  when  it  is  to  the 
banks'  interest  to  move  their  funds  back  to  India 
in  the  shortest  possible  time.  The  Chartered  Bank, 
for  example,  may  buy  on  Tuesday  these  transfers 
and  by  the  following  day^  the  Calcutta,  Bombay, 
and  Madras  branches  will  find  themselves  in  funds. 
This,  in  brief,  is  an  outline  of  the  banks'  exchange 
business  proper  in  ordinary  times. 

The  Exchange  banks  also  do  an  ordinary  banking 
business,  and  in  this  they  have  as  competitors  both 
the  Presidency  banks  and  the  Indian  Joint-Stock 
banks.  They  compete  with  these  latter  banks  in 
raising  deposits,  whether  on  account  current  or  as 

^  In  normal  times  before  the  present  telegraphic  delays. 
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fixed  deposits.     Their  deposits  have  increased  very 
considerably  during  the  last  few  years,  and  in  the 
unrestricted  field  of  ordinary  {i.e.  apart  from  exchange) 
business  the  bants  have  made  great  progress.     A 
large  portion  of  the  financing  is  now  carried  through 
by  means  of  money  actually  borrowed  in  India. 
Mr.  Toomey,  a  representative  of  the  Exchange  banks 
before  the  Chamberlain  Commission,  depreciated  the 
importance  to  the  Exchange  banks  of    attracting 
deposits  in  London  for  use  in  India,  a  part  of  their 
business  which,  as  Mr.  Keynes  has  rightly  pointed 
out,  was  one  on  which  formerly  they  greatly  prided 
themselves,  and  on  which  they  claimed  special  con- 
sideration.   The  terms  for  deposits,  both  on  fixed 
deposit  and  on  current  account,  are  as  a  rule  more 
favourable    than    those    of    the    Presidency   banks 
while  less  favourable  than  those  of  the  Indian  Joint- 
Stock  banks.    The  Exchange   banks   also   compete 
with  these  banks  in  loans,  overdrafts,  and  discounts. 
It  will  be  seen  from  the  table  on  the  map  that  the 
Exchange  banks   have  forty-six  branches  in  India 
as   compared   with    sixty-nine   branches    (including 
head  offices)  of  the  Presidency  banks  and  eighty- 
eight  head  ofl&ces  and  199  branches  in  the  case  of 
Joint -Stock   banks.    The    Indian    deposits   of    the 
Exchange  banks  in  1917  amounted   to  £36,000,000 
as  against  £50,000,000  of  the  Presidency  banks  and 
£21,000,000  of  the  Indian  Joint-Stock  banks.     Inas- 
much as  the  Exchange  banks   are  not  under  the 
obligation  resting  on  the  Presidency  banks  of  main- 
taining, even  during  the  busy  seasons,  large  cash 
balances,  it  may  be  said  that  their  deposit  position 
is  rather  better  than  a  comparison  of  their  figures 
with  those  of    the  Presidency  banks   (£36,000,000 
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against  £50,000,000)  or  the  normal  percentages  of 
cash  to  liabilities  would  lead  one  to  think.  The 
Presidency  banks'  deposits  include  the  balances 
of  the  Exchange  banks.  On  the  average  of  the  five 
years  ending  1917  the  entire  cash  balances  (in  India) 
of  the  Exchange  banks  on  December  31  amounted, 
it  may  be  noted,  to  64  per  cent  of  the  total  cash 
balances  of  the  Presidency  banks.  Upon  the  strength 
of  the  deposits  will  a  bank's  participation  in  the  loan, 
overdraft,  and  discount  business  depend.  The  extent 
then  of  the  Exchange  banks'  participation  in  this 
ordinary  banking  business  will  readily  be  understood. 
The  representatives  of  the  Exchange  banks  before 
the  Chamberlain  Commission  said  that  they  were  to 
some  extent  in  competition  with  the  Presidency  banks, 
and  illustrated  this  by  the  branches  of  the  Exchange 
banks  in  Delhi  and  Amritsar  which  foster  in  these 
cities  their  Manchester  connection  by  advances  on 
piece-goods.  It  must,  however,  be  remembered  that 
when  exchange  business  is  at  its  maximum,  in  February 
and  March  of  each  year,  the  funds  of  the  Exchange 
banks  are  much  more  largely  invested  in  the  exchange 
class  of  business  than  at  other  times.  This  is  import- 
ant, as  it  results  in  some  impairment  of  their  power 
to  compete  with  banks  other  than  Exchange  banks 
in  the  discount  market. 


Ill 

The  Business  op  the  Indian  Joint-Stock 
Banks 

There  are  no  restrictions  at  present  on  the  Indian 
Joint-Stock' banks.     It  is,  therefore,  unnecessary  to 

2  c 
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set  out  in  detail  the  business  which,  they  undertake. 
They  perform  the  ordinary  business  of  banking  and 
are,  in  other  words,  credit  factories.  Many  of  these 
have  not  yet  recovered  from  the  horrible  catastrophes 
of  1913  and  the  following  years,  although  some  of 
them  have  successfully  weathered  all  storms,  thanks 
to  efl&cient  management.  The  Alliance  Bank  of 
Simla,  which  absorbed  the  Delhi  and  London  Bank 
in  1916,  is  a  member  of  the  Exchange  Banks  .Asso- 
ciation and  does  exchange  banking  in  addition  to 
the  business  of  an  ordinary  Indian  Joint -Stock 
bank. 

IV 

Post  Office  Savings  Banks 

In  addition  to  the  Presidency  banks.  Exchange 
banks,  and  the  Indian  Joint-Stock  banks  described 
above,  there  are  the  Post  Office  Savings  banks. 
Government  Savings  banks  were  established  in  the 
Presidency  towns  between  1833  and  1835.  That  in 
Calcutta  was  founded  in  1833  after  the  bank  failures 
of  1 832.  In  1 870  district  savings  banks  were  instituted 
in  connection  with  selected  district  treasuries.  The 
Post  Office  Savings  banks,  opened  in  all  parts  of 
India  in  1882  and  1883,  absorbed  the  district  savings 
banks'  business  in  1886,  and  that  of  the  Presidency 
savings  banks  in  1896.  The  whole  of  the  savings 
bank  business  of  Government  is  a  branch  of  the  postal 
administration.  As  in  the  United  Kingdom,  Govern- 
ment do  not  maintain  any  specific  reserve  against 
these  deposits,  these  being  treated  as  unfunded  debt 
and  used  for  capital  expenditure.     In  1918-19  the 
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balance  of  deposits  amounted  to  approximately  R.  19 
crores  or  19  per  cent  less  than  they  were  five  years 
ago  and  24  per  cent  above  those  of  ten  years  ago. 
The  interest  (3  per  cent)  in  1918-19  was  R.  47  lakhs, 
and  the  number  of  depositors  was  1,638,000.^  These 
savings  banks  attract  the  savings  of  the  intelligent 
middle  classes  in  towns,  but  investments  in  land  on 
mortgage  still  appeal  most  strongly  to  these  classes, 
and  the  farmer  who  happens  to  have  spare  funds 
declines  as  a  rule  to  invest  in  anything  else.  Generally 
speaking,  the  ordinary  person  away  from  the  Presi- 
dency towns  believed  that  there  were  few  other  really 
attractive  and  safe  fields  for  investment,  as  is  usually 
the  case  in  all  countries  with  an  undeveloped  banking 
system.  There  are  no  land  mortgage  banks  in  the 
proper  sense  of  the  term.  In  regard  to  this  the 
Finance  Member  of  Council  (Sir  James  Meston) 
made  in  the  Legislative  Council  in  March  1919  some 
pertinent  remarks  as  to  their  value  in  a  country's 
banking  system  : 

Everybody  will  recognise  that  it  (the  Land  Mortgage 
bank)  is  a  very  different  sort  of  institution  from  the  ordinary 
commercial  bank.  It  must  be  an  institution  which  is  financed 
very  largely  by  long-term  deposits  in  order  to  ensure  that  it 
shall  not  be  embarrassed  in  its  handling  of  advances  to  land- 
lords and  estate  holders.  It  is  a  type  of  bank  which  I  do 
hope  to  see  established  in  this  country  ;  but  I  hope  to  see  it 
done  in  every  province,  or  even  in  smaller  areas  in  every 
province,  started  very  largely  by  local  enterprise  and  main- 
tained under  local  supervision  and  control.  It  is  the  local 
knowledge  and  neighbouring  control  by  groups  of  intelligent 
landlords  that  are  going  to  make  the  land  mortgage  business 
a  success  in  this  country,  and  I  do  not  think  it  is  any  use  for 
Government  to  undertake  work  of  this  sort  on  a  large  scale. 

1  As  on  March  31,  1918. 
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V 

Co-operative  Banks 

Another  class  of  banking  is  Co-operative  banking, 
which  dates  from  the  Co-operative  Credit  Societies 
Act  (No.  X.  of  1904).  The  question  was  first  raised 
by  Sir  W.  Wedderburn  with  the  assistance  of  the  late 
Mr.  Justice  Ranade,  and  a  scheme  of  Agricultural 
banks  was  approved  by  Lord  Ripon's  Government 
but  vetoed  by  the  Secretary  of  State.  Fifteen  years 
later  Sir  Frederick  Nicholson  was  deputed  to  report 
on  the  advisability  of  introducing  Agricultural  and 
other  Land  banks  into  the  Madras  Presidency  in 
order  to  relieve  the  agriculturist.  No  action  was 
taken ;  but  some  years  later,  after  the  famine  of  1900, 
the  Famine  Commission  made  a  reconamendation 
which  prompted  Lord  Curzon  to  appoint  a  Committee 
with  Sir  F.  G.  Law,  then  Finance  Member,  as  its 
Chairman.  A  report  was  submitted  to  Government 
recommending  that  Co-operative  societies  were  greatly 
to  be  encouraged.  Act  X.  of  1904  became  insufl&cient 
to  meet  the  requirements  of  a  growing  demand  for 
Co-operative  credit,  and  in  1912  a  new  Act  —  the 
Co-operative  Societies  Act  (Act  II.  of  1912) — was 
passed.  This  Act  provided  for  the  formation  of 
Central  banks,  i.e.  banks  formed  by  a  union  of  primary 
societies  or  by  a  union  of  primary  societies  and 
individuals.  The  chief  functions  of  these  banks  were : 
(1)  the  attraction  of  deposits  from  non-agriculturists, 
e.g.  money-lenders  and  the  professional  classes,  to 
supplement  the  finances  of  primary  societies ;  (2)  the 
utilisation  of  the  excess  funds  of  some  societies 
temporarily  to  make  up  the  shortage  in  others  ;    and 
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(3)  the  supervision  and  guidance  of  tlie  affiliated 
societies.  The  first  of  these  functions  is  from  our 
point  of  view  all-important.  These  banks  attract 
deposits  in.  an  amazing  way,  especially  in  Bengal. 
In  Bengal  such  banks  are  fifty-two  in  number  and 
were  started  after  1912.  They  each  attract,  on  an 
average,  deposits  to  the  extent  of  R.  80,000,  and  this 
suggests  that  the  people  who  have  money  in  the  interior 
of  Bengal  are  ripe  for  the  banking  habit.  Of  the  total 
working  capital  of  these  banks  in  Bengal  (68  lakhs) 
R.  10  lakhs  form  the  share  capital  and  R.  42  lakhs  are 
deposits  from  the  public,  chiefly  professional  classes  or 
people  who  might  themselves  have  been  money-lenders. 
Every  one  who  knows  Bengal  knows  that  the  money- 
lenders and  the  traders  of  the  interior  keep  large 
amounts  of  cash  in  their  possession  for  want  of  proper 
banking  facilities  as  much  as  from  habit  and  tradition. 
The  Registrar  of  Co-operative  Societies  in  Bengal 
agrees  in  thinking  that  the  experience  of  the  existing 
Central  banks  shows  that  if  banks  of  any  kind,  not 
necessarily  Co-operative,  were  opened  at  the  head- 
quarters even  of  the  smaller  administrative  divisions 
of  the  district  or  at  the  bigger  markets  of  the  interior, 
large  untouched  repositories  of  capital  would  be 
tapped.  In  a  province  like  Bengal,  with  its  even 
rainfall,  its  magnificent  water-ways,  its  valuable 
jute  and  enormous  paddy  production,  and  the  impossi- 
bility of  a  general  failure  of  crops,  the  future  of  such 
a  system  of  small  banks,  even  if  opened  only  one  or 
two  days  a  week,  would  be  of  untold  value.  If  ably 
directed  from  Calcutta  by  a  large  institution  spending 
every  year  a  lakh  or  two  in  propaganda  work,  the 
results  might  be  great.  Similar  results  might  also 
be  obtained  from  other  provinces. 
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In  June  1914  the  Grovernment  of  India  issued  a 
Resolution  surveying  the  progress  of  co-operation 
in  the  previous  ten  years.  A  little  optimistic  in  tone, 
the  Resolution  inculcated  the  most  specious  and 
unimpeachable  maxims.  It  emphasised  the  financial 
organisation  of  societies,  and  stated  that  "  the 
responsibilities  introduced  by  the  addition  to  the 
Co-operative  organisation  of  Central  and  Provincial 
banks  are  of  a  serious  character."  In  October  of 
the  same  year  a  Committee  was  appointed  to  examine 
whether  the  movement  was  progressing  on  sound 
lines,  especially  in  its  financial  aspect  and  in  its 
higher  stages,  and  to  make  recommendations.  The 
Report  of  the  Comniittee  ^  is  the  locus  dassicus 
regarding  the  modern  financial  aspect  of  Indian 
Co-operative  banks.  Government  have  hitherto 
given  direct  financial  aid  to  co-operation  in  three 
ways  only,  viz.  :  (1)  by  the  grant  of  initial  advances 
to  new  societies ;  (2)  by  guaranteeing  the  interest 
on  the  debentures  of  the  Bombay  Central  Bank ; 
and  (3)  by  special  advances  in  two  provinces  to  meet 
difficulties  anticipated  in  connection  with  the  war. 
The  policy  of  Government  has  been  to  disclaim  all 
financial  responsibility  and  to  make  no  definite 
promises  of  monetary  support,  in  order  that  the 
movement  shall  be  genuinely  co-operative  and  self- 
supporting.  Diflftculties  have  arisen  in  regard  to  the 
discounting  of  the  promissory  notes  of  societies,  and 
the  Committee  suggested  that  this  should  be  done 
through  the  Presidency  banks  or  by  means  of  a  State 
(Co-operative)  bank.  The  Committee  pointed  out 
that  it  was  "  in  the  highest  degree  improbable  that 

■■■  Report  of  the  Committee  on  Co-operation  in  India  (1915).     (Govern- 
ment Press,  Simla.) 
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the  commercial  banks  will  voluntarily  undertake  tie 
work.  It  may  perhaps  be  possible  for  some  arrange- 
ment to  be  entered  into  with  the  Presidency  banks 
under  which  they  will  undertake  the  duty  of  redis- 
counting  agricultural  paper  for  provincial  Co-operative 
banks.  Failing  this,  according  to  the  European 
precedent,  the  only  alternative  solution  appears  to 
lie  in  the  establishment  of  a  State  Co-operative  Apex 
bank.  There  are,  of  course,  other  advantages,  be- 
sides the  provision  of  the  requisite  financial  stability, 
which  would  accrue  to  co-operation  from  the  founda- 
tion of  such  a  bank."  Action  is  now  being  taken  on 
this  Eeport.  The  Committee  was  careful  to  point 
out  that  co-operative  banking  is  governed  by  the 
same  basic  laws  of  finance  as  ordinary  banking,  and  it 
is  peculiarly  hard  when  the  securities  held  for  loans 
cannot  be  turned  into  cash  in  the  ordinary  market. 
The  relations  that  have  been  formed  with  the  Presi- 
dency and  Joint-Stock  banks  did  not  take  the  form 
of  discounting  societies'  paper  but  of  loans  or  cash 
credits,  secured  in  some  cases  by  pro-notes  of  societies 
and  in  other  cases  by  the  guarantee  of  men  of  sub- 
stance connected  with  the  Co-operative  bank. 

A  table  has  been  drawn  up  to  show  at  a  glance 
the  working  capital  for  1917-18  by  provinces.^  It 
will  be  seen  that  the  paid-up  share  capital  amounts 
to  R.  2,45  lakhs,  loans  and  deposits  to  R.  10,80  lakhs, 
the  reserve  fund  to  R.  1,15  lakhs — a  total  of  R.  14,40 
lakhs.  ^ 

Co-operative  banking  owes  much  to  the  official 

1  Table  No.  29,  p.  406. 

"  This  sum  is  in  excess  of  the  actual  funds  utilised  in  Co-operative 
societies,  since  loans  granted  by  Provincial  banks  to  Central  banks  are 
necessarily  counted  twice — once  in  the  Provincial  bank  and  once  in  the 
Central  bank — and  loans  granted  by  Central  banks  to  primary  societies  are 
similarly  duphoated. 
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Registrars  of  Co-operative  Societies  in  each  province 
and  to  a  small  but  expanding  body  of  honorary- 
workers,  gifted  with  admirable  enthusiasm.  At  the 
same  time,  those  who  have  a  ghost  of  a  notion  of 
Co-operativebanking  in  India  agree  with  the  Industrial 
Commission  that  banking  facilities  for  the  great 
majority  of  agriculturists  simply  are  non-existent, 
and  the  Co-operative  credit  movement  is  still  ia  its 
early  juvenescence. 


VI 

Industrial  Banks 

The  neglect  of  industrial  banking  was  one  of  the 
results  of  many  years  of  easy-won  prosperity  which 
put  many  of  our  organisers  into  an  overfed  slumber. 
Out  of  this  the  tonic  of  war  has  awakened  them  with 
consequences  that  may  be  surprising.  There  is  a 
considerable  accumulation  of  capital  in  the  country 
which,  especially  in  the  last  few  years,  is  being  added 
to  at  a  considerable  rate.  This  capital  is  unfortimately 
invested  in  restricted  Unes,  and  the  small  entrepreneur 
is  thus  greatly  hampered  by  the  dearth  of  banking 
facilities.  Capital  investments  in  India  in  1917-18 
are  estimated  approximately  at  £570,000,000,  of  which 
81  per  cent  represents  capital  outlay,  debts,  and 
loans,  and  19  per  cent  the  paid-up  capital  of  Joint- 
Stock  companies.  The  capital  invested  in  industries 
is  confined  mainly  to  the  jute,  cotton,  and  woollen 
mill  industries,  and  to  mining.  These  cover  6  per 
cent  of  the  total.  In  recent  years  a  very  great 
advance  in  industrial  development  has  been  made, 
e.g.  by  the  establishment  of  iron  and  steel  works  at 
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Jamshedpur  and  Kulti ;  of  hydro-electric  installations 
in  Mysore,  Kashmir,  and  on  the  Western  Ghats. 
Among  the  impending  schemes  are  the  large  additions 
to  the  Tata  Iron  and  Steel  works,  the  creation  of  a 
group  of  subsidiary  industries  to  convert  the  steel 
into  manufactured  articles,  the  smelting  of  zinc,  and  the 
production  of  sulphuric  acid,  notably  in  Burma,  and 
the  production  of  "  heavy  "  chemicals.  The  schemes, 
so  far  as  finance  goes,  have  already  been  arranged. 
There  are  many  others,  but  banks  and  more  banks 
will  be  required  for  them.  We  cannot  expect  our 
Presidency  banks  to  go  into  the  sphere  of  industrial 
finance  and  to  tie  up  their  deposits.  Moreover,  their 
business  is  restricted  by  law  in  regard  to  loans  and 
advances,  as  explained  in  an  early  part  of  this  chapter. 
The  Exchange  banks  have  their  hands  full.  During 
the  height  of  the  busy  season  they  have  in  normal 
times  no  spare  funds.  A  proof  of  this  is  the  way  in 
which  these  banks  buy  Telegraphic  Transfers  from 
the  Secretary  of  State.  Moreover,  there  is  the  un- 
fortunate fact  that  the  directors  and  headquarters  of 
the  Indian  Exchange  banks  are  not  in  India,  and  this 
would  be  a  serious  drawback  for  industrial  banking. 
It  remains,  therefore,  for  Indian  Joint-Stock  banks 
themselves  to  take  up  the  burden  under  wise  and 
cautious  management.  There  is  only  one  such  bank 
at  the  present  time — ^the  Tata  Industrial  Bank  with 
an  authorised  capital  of  R.  12  crores.  This  Bank's 
special  business  is  to  finance  the  development  of  new 
and  existing  industries  by  making  advances  to  such 
concerns  or  by  underwriting  their  debentures.  In 
addition  the  Bank  does  ordinary  banking  business, 
'including  that  of  exchange.  The  mixing  up  of 
industrial  and  ordinary  banking  has  its  dangers.     Its 
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advantage  is  that  if  only  the  financing  of  industries 
were  undertaken  the  Bank's  activities  would  be  so 
restricted  as  to  affect  the  return  on  a  necessarily  large 
capital.  Its  danger  is  the  tying  up  of  short-term 
deposits.  Share  and  debenture  capital  and  long-term 
deposits  only  should  be  used  for  this  purpose,  and  if 
necessary  the  prohibition  of  using  short-term  deposits 
should  be  enforced  by  law. 

In  a  note  prepared  for  the  President  of  the  Indian 
Industrial  Commission  ^  we  showed  certain  important 
features  of  the  Industrial  banks  of  Germany,  Japan, 
and  other  countries.  The  great  commercial  banks  of 
Germany,  the  Grossbanken,  in  addition  to  the  ordinary 
business  of  attracting  deposits,  granting  loans,  and 
discounting  bills,  undertook  the  supply  of  capital  to 
promote  the  founding  of  an  industry,  which  is  not 
ordinarily  considered  proper  banking  business  in  this 
country,  although  short  loans  for  this  purpose  are 
not  unusual.  They  devoted  capital  and  credit  to  the 
building  of  works,  plant,  etc.,  on  a  large  scale,  and  they 
took  a  close  interest  in  the  industry  to  which  they  had 
given  their  support.  They  floated  new  companies, 
either  by  inviting  subscriptions  from  the  public 
(Zeichnung)  or  by  themselves  {Einfuhrung).  In  this 
latter  case  a  bank  or  syndicate  of  banks  took  up  the 
shares,  and  they  could  sell  these  after  a  year,  since 
according  to  Article  41  of  the  Bourse  Law  they  were 
permitted  to  place  the  shares  on  the  Stock  Exchange 
on  the  expiry  of  one  year,  and  then  only  after  the 
publication  of  the  first  balance-sheet.  The  banks 
also   regulated   the   shares   by   buying   when    they 

^  Minutes  of  Evidence,  vol.  v.,  Superintendent,  Government  Printing, 
Calcutta.  Copies  of  the  note  may  also  be  obtained  separately  from  the 
Department  of  Statistics. 
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were  extremely  low,  or  selling  when  they  appeared 
to  be  unduly  high.  They  also  bought  and  sold 
securities  on  a  large  scale  on  their  own  account,  but 
they  did  not  ordinarily  engage  in  the  speculative 
selling  or  buying  of  shares.  In  short,  the  Grossbanken 
acted  as  issuing  houses,  underwriting  issues  and 
placing  loans.  The  relations  with  the  Stock  Exchange 
were  close.  In  Berlin,  it  is  understood,  all  bankers 
were  members  of  the  Stock  Exchange.  Part  of  a 
German  bank's  business  was  to  all  intents  and  purposes 
that  of  a  stockbroker.  The  eight  Grossbanken  had 
in  1912  a  capital  of  nearly  £60,000,000  with  a  reserve 
fund  of  £19,000,000.  The  deposits  were  £241,000,000. 
The  Deutsche,  the  Disconto-Gesellschaft,  and  the 
Dresdner  had  each  a  capital  of  £10,000,000.  Their 
deposits  were£79,000,000,£30,000,000,and£44,000,000 
respectively.  Their  dividends,  in  view  of  their  large 
capital,  were  not  so  high  as  those  of  the  Presidency 
or  Exchange  banks.  Their  capital  was,  in  other 
words,  relatively  high  in  comparison  with  their  total 
business.  The  Grossbanken  carried  from  7  to  8  per 
cent,  while  our  Presidency  and  Exchange  banks  earn 
from  12  to  18  per  cent.  The  capital  reserves  and 
other  funds  belonging  to  the  Grossbanken  were  about 
one-third  of  the  deposits.  The  banks  as  a  general 
rule  invested  their  funds  in  such  a  way  as  to  be  ready 
to  pay  one-third  of  all  outsiders'  funds  (fremde  Gelden) 
irrespective  of  whether  payable  on  demand  or  after 
longer  or  shorter  terms.  The  deposits  were  very 
systematically  collected.  In  addition  to  the  _  head 
offices  tliere  were  for  this  purpose  (1)  Filiahn  or 
branches ;  (2)  Kommanditen  and  agencies ;  and 
(3)  Depositen-Jcassen  or  Deposit-offices,  which  are  so 
conspicuous  in  German  towns.     It  is  difficult  to  find 
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an  exact  English  equivalent  of  Kommanditen,  but 
"  silent  partnerships "  is  the  nearest  equivalent. 
Originally  these  "  Commandites  "  were  private  houses 
in  which  the  Grossbanken  had  a  share  of  the  profits 
owing  to  their  having  supplied  capital,  e.g.  Dreyfuss 
&  Co.  in  Frankfort,  and  S.  Kaufmann  &  Co.  in 
Berlin.  The  Depositen-Jcassen  were  primarily  to 
facilitate  connections  between  the  banks  and  holders 
of  cash,  especially  the  smaller  tradespeople.  At  the 
same  time  they  were  to  take  the  place  to  some  extent 
of  the  rapidly  disappearing  private  banking  houses 
and  also  to  facilitate  the  placing  of  securities 
issued  by  the  parent  bank.  Thus  these  Depositen- 
kassen  were  originally  established  to  attract  deposits 
and  to  deal  in  securities  on  a  commission  basis.  They 
grew,  however,  until  they  are  more  or  less  complete 
banking  institutions.  They  strengthened  the  bank's 
issuing  power  by  bringing  a  larger  circle  of  customers 
who  purchased  the  bank's  securities.  By  means  of 
these  too  the  banks  were  able  to  extend  their  cheque, 
Giro,  and  clearing-house  business,  and  thus  to  diminish 
the  need  of  cash  and  at  the  same  time  to  develop 
credit. 

The  chief  ways  in  which  the  Grossbanken  lent 
their  credit  were :  (1)  by  secured  overdrafts  on 
current  account ;  (2)  by  discounting  mercantile  bills  ; 
(3)  by  acceptances  ;  (4)  by  advances  on  securities  ; 
(5)  by  unsecured  credit  or  blanko  Kredit ;  (6)  by 
advances  on  goods  and  goods  in  transit ;  and  (7)  by 
advances  on  book  debits.  Under  (4)  is  included  the 
"  Report "  on  contango  business.  Secured  over- 
drafts were  by  far  the  most  important,  followed  by 
the  discounting  of  bills,  acceptances,  and  advances  on 
securities.    Blanko  Kredit  was  the  next  important  as 
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a  rule.     The  credit  under  (1)  might  have  been  secured 
by  a  general  hypothecation  of  the  firm's  assets,  and 
included  raw  materials,  plant,  manufactured  goods, 
and  the  land  belonging  to  the  factory  or  firm.     It 
was  also  possible  to  secure  an  advance  on  current 
account  by  sureties.     The  bank  did  not  hold  the 
goods  as  in  the  case  of  advances  on  goods  (No.  6). 
The  prime   discount  bills   throughout   the   German 
discount  market  were  the  acceptances  of  the  six  chief 
Berlin  banks.     According  to  the  regulations  of  the 
Berlin  Bourse  these  prime  bills  were  payable  in  Berlin 
or  at  a  place  where  there  was  a  branch  of  the  Reichs- 
bank.     They  were  for  at  least  5000  marks  in  amount 
and  ran  for  not  less  than  two  nor  more  than  three 
months.     The  margin  between  the  discount  of  prime 
bills  and  the  commercial  bills  amounted  to  J  to  |  per 
cent.     Excessive   acceptance   credit  was  looked   on 
with  disfavour  by   some  financial   authorities  who 
regard   it   as   kite-flying   or   accommodation  paper. 
Sometimes  such  credit  was  not  repaid  at  maturity. 
The  bill  was  accepted  by  the  bank  and  taken  by  the 
borrower  to  another  bank  which  discounted  it,  and 
with  the  proceeds  the  old  acceptance  was  taken  up. 
To  the  banks  this  form  of  granting  credit  had  the 
advantage  that  it  required  no  effective  funds.     The 
difference  between  current  account  credit  and  accept- 
ance credit  was  that  the  borrower  received  cash  in 
the  former  case  and  accepted  a  bill  in  the  latter.     The 
greater  portion  of  bank  acceptances  originated  through 
domestic  or  foreign  trade.     Advances  on  securities 
formed  a  considerable  portion  of  the  bank's  business. 
The  margins  differed  according  to  the  class  of  paper ; 
e.g.  German  securities  bearing  a  fixed  rate  of  interest 
10  per  cent,  domestic  shares  25  to  SS-g-  per  cent,  and 
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foreign  shares  25  to  50  per  cent.  A  large  portion  of 
the  advances  on  securities  was  merely  speculative 
loans  for  dealing  in  securities  and  was  sometimes  a 
source  of  continual  worry  to  the  banks.  The  Eeport 
or  contango  business  was  Stock  Exchange  loans  for 
one  month,  for  which  the  bank  became  the  real  owner 
of  the  securities.  In  granting  hlanko  Kredit  the 
applicant's  financial  standing  was  looked  into.  These 
German  Grossbanken  had  a  wealth  of  detail  regarding 
business  men  in  their  "  secretariats."  Information 
was  collected  by  A.  Schimmelpfeng,  BerUn,  and 
similar  firms.  Schimmelpfeng  had  private  agents 
throughout  Germany.  The  banks  also  give  informa- 
tion to  Schimmelpfeng  in  the  interests  of  trade. 
Each  piece  of  information  was  paid  for  at  a  lower 
rate  by  subscribers  than  by  non-subscribers.  The 
banks  in  giving  blanJco  Kredit  could  inspect  the  firm's 
books  if  they  wished.  It  was  seldom  granted  to  other 
than  business  men,  at  least  not  in  large  amounts. 
Advances  on  goods  and  goods  in  transit  occurred 
when  the  creditor  held  goods  for  better  prices  or  goods 
which  are  consumed  in  certain  seasons  of  the  year. 
The  banks,  to  be  fully  secured,  had  the  goods  in  their 
actual  possession,  but  the  amount  of  business  done 
in  this  way  was  insignificant.  Advances  on  book 
debits  (not  unknown  in  Indian  banking  where  mills 
sometimes  hypothecate  their  outstandings  to  the 
banks)  were  not  popular.  It  was  done  only  after 
investigation  by  the  bank's  officer,  who  examined  the 
books  and  made  the  necessary  inquiries.  The  book 
debit  was  repayable  within  three  months.  The  bank 
advanced  from  50  to  75  per  cent  of  the  debt,  and  the 
amount  of  the  debt  was  not  less  than  200  marks. 
The  bank  reserved  to  itself  the  right  of  informing  the 
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purchaser  of  the  goods  that  the  prior  claim  had  been 
ceded  to  the  bank. 

The  Grossbanken  played  an  important  part  in  the 
industrial  development  of  Germany  from  1870,  and 
especially  since  1888,  which  marks  the  beginning 
of  a  period  of  vigorous  development.  The  eight 
Grossbanken  were  represented  on  no  less  than  697 
companies,  chiefly  trading  concerns  and  banks, 
machine  construction  and  instrument-making,  mining, 
smelting,  and  salt-works,  and  foreign  companies. 
One  large  bank  stated  a  few  years  ago  that  it 
had  representation  on  the  directorate  of  200  com- 
panies. As  the  late  Sir  Inglis  Palgrave  pointed  out 
in  1916 : 

Among  them  (the  banks)  is  one  which  controls  mine& 
at  Bochum,  a  place  which  is  in  the  centre  of  the  "  Iron  " 
industries  of  Germany,  not  far  from  the  enormous  works  of 
Krupp  &  Co.,  which  are  known  throughout  Europe.  Another 
carries  on  a  factory  for  working  in  cast  steel,  the  business 
of  another  is  to  establish  waterworks  on  the  Continent  of 
Europe,  another  works  mineral  oil,  another  salt  works  and 
salt-baths,  some  undertake  mines  and  smelting- works,  others 
smelting-works  only,  others  work  in  aluminium,  others  in 
copper  and  brass  and  in  making  metal  screws.  We  may  also 
mention,  to  show  the  varied  industries  assisted,  that  the  bank 
also  appoints  the  Vice-Chairman  of  a  company  which  makes 
the  machinery  employed  in  the  works  required  for  storing 
electricity  in  connection  with  different  industries,  for  works 
employed  by  companies  which  deal  with  the  transmission 
of  mechanical  power,  and  also  for  companies  established  to 
supply  the  requirements  of  railways,  and  also  for  those  of 
light  lines  used  in  agriculture.  They  are  also  connected  with 
eight  insurance  companies,  both  for  hfe  insurance  and  insur- 
ance of  goods  which  are  transmitted  by  sea  and  river  and  by 
land.  It  is  easy  to  see  how  these  different  industries  may 
assist  each  other  by  undertaking  different  parts  of  a  consider- 
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able  undertaking.  To  control  these  various  industries  the 
Deutsche  Bank's  representative  is  the  Chairman  or  Vice- 
Chairman  of  the  governing  bodies  of  fifty  important  companies 
at  least. 

These  banks  were  invaluable  in  tte  development  of 
foreign  trade.  Before  the  war,  for  example,  the 
Deutsche  Bank  had  a  representative  (who  was 
frequently  Chairman  or  Vice-Chairman)  on  the 
Board  of  Directors  of  two  companies  connected 
with  London,  two  with  Constantinople,  one  with 
Bucharest,  one  with  Bagdad,  two  with  Zurich,  one 
with  Vienna,  one  with  Barcelona,  and  one  with 
Salonika.  "  One  difference,"  said  a  German  bank 
director  to  the  American  Monetary  Commission, 
"  between  the  banks  of  England  (and  he  might 
equally  truly  have  said  of  India)  and  Germany  is 
that  in  England  the  primary  purpose  of  the  banks 
seems  to  be  to  secure  large  earnings  for  their 
shareholders.  In  Germany  our  banks  are  largely 
responsible  for  the  Empire,  having  fostered  and 
built  up  its  industries."  The  German  banker  had 
to  be  ready  to  become  a  director  of  the  company 
which  he  assisted,  and  to  be  familiar  with  the  general 
conditions  of  that  industry  in  order  to  control  the 
necessary  expansion.  Development  companies  skil- 
fully handled  might  introduce  into  India  much  good 
business,  and  if,  like  the  German  banks,  they  got  a 
deserved  reputation  for  the  soundness  of  the  ventures 
which  they  initiated,  there  would  be  a  ready  market 
for  their  shares. 

Space  does  not  permit  of  anything  more  than  a 
passing  reference  to  the  Industrial  Bank  of  Japan 
(the  Nippon  Kogyo  Ginko)  and  the  British  Trade 
Corporation.     The  latter  was  founded  as  a  result  of 
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the  Farringdon  Committee's  report  and  its  charter 
precludes  effective  competition  with  the  ordinary 
business  done  by  the  British  Joint-Stock  banks. 
The  former  bank  does  ordinary  banking,  including 
exchange  business,  in  addition  to  its  special  works 
of  industrial  banking.  It  was  founded  on  the  French 
model  of  the  Credit  Mobilier  of  France  and  assists 
industry  just  as  the  Hypothec  banks  assist  agriculture. 
The  bank  was  established  in  1902  as  a  Joint-Stock 
Company  under  the  Law  of  the  Industrial  Bank  of 
Japan,  which  was  promulgated  in  March  1900  as  Law 
70,^  and  possesses  a  paid-up  capital  of  £2,000,000 
or  20,000,000  yen,  of  which  more  than  755,000  yen 
is  held  by  foreign  capitalists.  The  bank  had  a 
Government  guarantee  of  a  5  per  cent  dividend 
for  five  years  after  its  establishment.  The  business 
of  the  bank  is  under  the  direct  control  of  Government, 
which  appoints  the  Governor  and  Deputy-Governor 
in  addition,  it  is  understood,  to  holding  a  very  con- 
siderable portion  of  the  share  capital.  The  bye-laws, 
like  those  of  the  Indian  Presidency  banks,  require 
the  sanction  of  the  Government.  These  bye-laws 
forbid  the  loan  of  an  amount  exceeding  half  of  the 
bank's  paid-up  capital  on  urban  land  or  industrial 
buildings  ;  its  debentures  must  not  exceed  ten  times 
the  paid-up  capital  and  the  value  of  certain  securities 
held  by  it.  There  is,  in  short,  a  considerable  degree 
of  control  and  also  indirectly  of  support  from  Govern- 
ment.^   The  Provincial  Hj^othec  banks  (Noko  Ginko) 

^  See  Appendix  XIII.  of  the  note  prepared  for  the  Industrial  Commission, 
where  the  laws  and  bye-laws  are  given  in  extenso. 

^  The  Government  of  Japan  can  assist  industry  through  the  banks,  as 
in  1914-15  when  rice  fell  in  price.  The  chronic  depression  was  made  worse 
by  the  war.  Government  requested  the  Bank  of  Japan  (founded  1882)  and 
the  Yokohama  Specie  Bank  (1880)  to  give  every  assistance  to  importers  and 
exporters.     It  made  the  Hypothec  bank  (1896)  and  the  Provincial  Hypothec 

2  D 
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act  as  local  banks  for  agriculture  and  industry.     Each., 
has  a  capital  of  200,000  yen  or  upwards,  and  there 
is  one  in  every  prefecture.     The  lines  of  business 
transacted  by  these  banks  are  similar  to  those  dealt 
with  by  the  Hypothec  bank,  only  in  a  smaller  degree. 
In  the  preceding  paragraphs  we  have  dealt  with 
the    introduction    of    industrial    banking    into    the 
Indian   banking     system   in   perhaps    a    somewhat 
platitudinous  way.     The  subject  commands  attention 
because  we  are  only  on  the  threshold  of  the  work, 
and  a  gigantic  field  lies  yet  untouched.    Meantime, 
amid  many  difficulties,  including  the  prevailing  vis 
inertiae,  one  bank  has  been  established,  and  it  is 
probable  that  there  will  be  in  the  not  distant  future 
a  considerable  development  of  this  class  of  banking. 
Now  that  the  war  is  ended,   Indian  industry  will 
require  financial   assistance  in  a  fairly  large  way, 
because  new  schemes  will  receive  more  encouragement 
than   hitherto.     Old   industries   will   require   to   be 
renovated,  and  such  industries,  to  enjoy  the  fruits  of 
large-scale  production,   will   have   to   be   conducted 
on  more  ambitious  Lines.     Then  there  are  the  small 
industrialists,  with  whom  banks  must  keep  in  close 
touch  to  examine  their  new  industrial  projects  and 
to  afford  assistance  to  approved  enterprises.     It  is 
new  enterprises  and  even  promising  schemes  by  small 
concerns  that  do  not  at  present  obtain  the  same 
amount  of  banking  encouragement  here  which  they 
do    in    some    other    countries,    notably,    of    course, 
in  Germany  before  the  war.     This  means  that  the 
organised  aid  of  banking  will  be  essential,  especially 

banks  accommodate  small  manufacturers  in  the  provinces,  to  the  extent  of 
6  million  yen,  and  the  Industrial  bank  to  advance  3  million  yen  to  those 
in  cities. 


XIV        THE  INDIAN  BANKING  SYSTEM       403 

in  the  higher  direction  of  Indian  industry.  The 
problem  will  be  to  discover  whether  the  undoubted 
merits  of  the  German  and  other  systems  could  not 
be  followed  in  the  financing  of  industry  in  this  country, 
due  allowance  being  made  for  the  peculiarity  of  local 
conditions. 


CHAPTEK  XV 

THE   EFFECT  OP  THE   WAR   ON  INDIAN  BANKING 

The  war  has  been  a  first-rate  professor  of  economics. 
It  has  taught  with  great  efficiency  invaluable  lessons, 
and  not  the  least  of  these  is  the  value  and  the  im- 
portance of  reaUy  sound  banking  in  the  body  politic. 
In  this  chapter  we  propose  to  elucidate  some  of  the 
mysteries  of  the  balance  sheets  of  Indian  banks,  and 
at  the  same  time  to  show  how  the  banking  system 
as  a  whole  has  been  strengthened  by  the  unparalleled 
trade  prosperity  of  the  last  few  years. 

A  little  reflection  will  show  that  the  best  method 
is  to  put  the  balance  sheets  of  individual  banks  into 
combined  balance  sheets,  one  for  the  Presidency 
banks  and  the  thirteen  major  Indian  Joint-Stock 
banks,  the  other  for  the  Exchange  banks.  It  was  not 
possible  to  combine  the  Exchange  banks'  balance 
sheets  with  other  Indian  banks  because  these  Ex- 
change banks  do  business  elsewhere  than  in  India, 
and  the  capital  for  the  purely  Indian  portion  of  the 
business  cannot  be  separately  distinguished.  We 
shall  after  an  examination  of  these  balance  sheets 
be  in  a  position  to  see  the  enormous  changes  that 
have  taken  place  since  the  war. 

404 


OH.  XV   EFFECT  OF  THE  WAR  ON  BANKING   405 


I.  Aggregate  Balance  Sheet  of'  sixteen  Pbincipal  Banks 

IN  India,  including  the  Pkbsidbncy  Banks  ^ 

(In  millions  of  £.) 

December  31,  1913. 


Capital  and  Reserves 

.     7 

Cash  in  hand,  etc. 

.   13 

Deposits,  etc. 

.  41 

Investments  . 

.     7 

Other  liabilities     . 

.     1 

Bills  discounted,  etc.    . 

.  28 

— 

Other  assets  . 

.     1 

49 

49 

December  31,  1917. 

Capital  and  Eeserves 

.      7 

Cash  in  hand,  etc. 

.  28 

Deposits,  etc. 

.  70 

Investments  . 

.  14 

Other  liabilities     . 

.     1 

Bills  discounted,  etc.   . 

.  35 

— 

Other  assets  . 

.     1 

78 


78 


II.  Aggregate  Balance  Sheet  of  Five  Exchange  Banks 

DOING   A    considerable    PORTION   OF  THEIR    BUSINESS   IN  InDIA 

(In  millions  of  £.) 
December  31, 


Capital  and  Reserves  . 

Deposits  and  current 
accounts  (of  which 
£16,000,000  in  India)       . 

Acceptances,  loans,  etc. 

Other  liabilities     . 


43 

11 

2 

63 


1913. 
Cash  in  hand,  at  banks,  etc. 

(of  which  £3,000,000  in 

India) . 
Investments,  etc. 
Bills  of  exchange  ^ 
Bills,  discounts  *  . 
Other  assets  . 


Capital  and  Reserves  . 

Deposits  and  current 
accounts  (of  which 
£29,000,000  in  India) 

Acceptances,  loans,  etc. 

Other  liabilities     . 


December  31,  1917. 

Cash  in  hand,  at  banks,  etc. 

(of  which  £12,000,000  in 

India) . 
Investments  . 
Bills  of  exchange  ^ 
Bills,  discounts  *  . 
Other  assets  . 


84 
8 
3 


103 


11 

4 
16 

27 
5 

63 


28 
10 
33 
27 
5 


103 


^  Rupee  figures  have  been  converted  into  £  at  R.  16  =£1. 

^  Bills  of  exchange  (including  Treasury  biUs  and  bills  receivable). 

^  Bills  discounted,  loans,  and  advances. 
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By  "  capital "  we  mean  the  funds  contributed  or 
guaranteed  by  shareholders  or  proprietors.  By  "  re- 
serve "  is  meant  the  additional  funds  accumulated 
from  the  operations  of  the  bank.  The  profit  and  loss 
account,  which  is  usually  undistributed  profits,  is 
included  under  liabilities  because,  like  the  capital  and 
reserve,  it  is  due  from  the  banks  to  their  shareholders. 
Acceptances,  which  are  not  common  in  India,  so  far 
as  the  Exchange  banks  are  concerned,  have  not  been 
shown  separately.  These  mean  that  the  banks  have 
accepted  bills  for  their  customers  which  make  them 
first-class  paper  and  easily  negotiable.  The  banks 
are  liable  to  meet  them  on  maturity.  The  banks' 
clients,  however,  are  supposed  to  meet  these,  and 
have  given  in  all  probability  satisfactory  security  to 
the  bank  that  they  will.  This  liability,  therefore,  of 
the  customer  to  the  bank  is  an  asset  to  be  set  ofE 
against  the  acceptances.  These  acceptances  are  of  a 
comparatively  small  importance,  and  the  liability  of 
the  bank,  as  shown  in  dealing  with  the  Grossbanken 
in  the  last  chapter,  is  not  quite  the  same  Liability  as 
in  the  case  of  deposits.  The  big  item  is  deposits, 
and  just  as  capital,  reserves,  profit  and  loss  may  be 
regarded  as  due  from  the  banks  to  their  shareholders, 
the  current  and  deposit  accounts  ("  deposits  ")  are 
due  to  the  banks'  customers.  The  deposits  are  of 
course  not  deposits  in  the  sense  that  they  have  been 
paid  over  the  counter.  To  a  small  extent  this  is 
true,  but  these  are  largelj^  book  credits  given  to 
customers  by  the  banks.  Deposits  are,  in  short, 
potential  currency  in  the  hands  of  the  public  because 
the  banks'  customers  are  given  the  power  of  drawing 
cheques  against  these  deposits.  In  other  words,  every 
loan  by  a  bank  to  a  customer  increases  banking 
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deposits.  We  must  not  be  astonislied  when  it  is 
said  that  the  great  increase  in  Indian  deposits  in 
recent  years  is  evidence  of  indebtedness  as  well  as 
of  wealth.  Deposits  in  India  had  in  1917  increased 
by  65  per  cent  as  compared  with  the  pre-war  year. 
It  is  of  interest  to  see  how  the  exigencies  of  war 
finance  have  also  produced  a  similar  increase  in  other 
countries. 


Bank  Deposits  in  War  as  compabbd  with  those  of  1913 
{In  £  millions  sterling.) 


Pre-war. 

War. 

Percentage 

1913. 

1917. 

increase. 

United  States  of  America 

2,101 

4,081 

94 

United  Kingdom 

1,104 

1,872 

70 

Germany   .... 

543 

1,472 

171 

France        .... 

266 

4S5* 

64 

Canada       .... 

233 

320 

37 

Australia   .... 

150 

209 

39 

India 

65 

107 

65 

Japan 

185 

416 

125 

Total  increase,  £4,265  millions  or  92  per  cent. 
*  Figures  for  1918. 

Our  wary  cool-headed  bankers  provide  "  currency  " 
with  ease  and  cheapness  only  when  customers  ask 
for  advances.  When  these  deposits  are  transferred 
to  other  banks  in  the  payment  of  goods  and  services 
by  the  customer  to  his  creditors,  we  see  how  it  comes 
about  that  the  loans  of  one  bank  are  the  deposits  of 
other  banks,  and  the  bank's  deposits  consist  largely 
of  other  banks'  loans.  A  glance  at  the  agglomera- 
tion of  balance  sheets  above  will  show  that  the 
liabilities  to  the  public,  i.e.  (a)  to  shareholders  and 
(6)  to  customers,  are  set  off  by  assets,  chiefly  loans 
by  the  banks  to  their  customers.  The  cheque 
currency,   as  Hartley  Withers  points   out,   is  thus 
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based  on  mutual  indebtedness  between  the  banks  and 
their  customers.  Cash,  investments/  and  the  amount 
invested  in  the  banks'  premises  are  much  less  than 
the  amount  lent  by  the  banks  to  their  customers  by 
discounting  bills  or  by  making  advances  or  by  loans 
at  call  and  short  notice.  In  fact,  in  the  balance 
sheets  above,  nearly  85  and  62  per  cent  in  1913  and 
1917  respectively  of  the  amount  due  from  the  banks 
to  their  customers  (deposits)  are  due  from  their 
customers  to  the  bank,  having  been  borrowed  in  the 
forms  noted  above.  We  thus  come  back  to  the  old, 
old  story  that  the  deposits  consist  not  so  much  of 
cash  paid  in  but  of  credits  borrowed. 

Having  thus  removed  the  skeleton  from  the  bank- 
ing cupboard,  we  shall  hastily  run  through  the  broad 
conclusions  that  may  be  drawn  from  the  balance 
sheets  above  and  from  the  banking  tables  appended 
to  this  volume.  The  first  feature  that  strikes  one 
is  the  smallness  of  Indian  bank  capital,  and  the 
relatively  great  amount  of  business  handled  with 
this  small  capital.  A  narrow  margin,  of  profit  on 
the  banks'  turn-over  enables  them,  especially  the 
Presidency  and  Exchange  banks,  to  pay  good  divi- 
dends. It  is  interesting  to  compare  the  capital  and 
reserves  of  the  banks  in  the  pre-war  year  and  at 
the  end  of  1917  : 

'  Investments  made  by  banks  produce  the  same  result  on  their  deposits 
as  loans  advanced  by  them.  Additions  to  investments  lead  to  an  increase  in 
deposits.  Since  the  outbreak  of  war  these  investments  have  greatly  in- 
creased as  the  banks  have  bought  Government  securities  to  assist  in  the 
financing  of  the  war. 


[Table 
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Capital  and  Reserves  op  Indian  Banks  ^ 


December  31 
pre-war  year. 

1917. 

Presidency  banks 
Exchange  banks  *     . 
Indian  Joint-Stock  banks 

Total 

£  (millions). 
5 
7 
2 

£(mmioa3). 
5 
8 
2 

14 

15 

•  The  total  capital  and  reserves  of  the  Exchange  banks  have 
been  taken  into  account  as  their  Indian  portion  cannot  be 
separately  estimated. 

The  growth  of  banking  credits  has  continued 
rapidly,  especially  during  1916  and  1917.  The  in- 
crease in  deposits  and  current  accounts  ^  has  been  as 
follows  since  the  war  : 

Gkowth  in  Deposits 

31st  December,  1914  Increase  £  3  millions. 

1915  „        £11 

1916  „        £17       ■„ 

1917  „        £39 

Total      ....       £70        „ 

On  31st  December,  1913,  the  deposits  of  these  banks 
were  £84,000,000,  so  there  has  been  an  increase  of 
83  per  cent.  On  the  other  hand,  the  growth  in  assets 
between  31st  December,  1913,  and  31st  December, 
1917,  has  been  distributed  as  follows  :  ^ 

Gbovfth  in  Assets 

£  (millions). 

Cash  in  hand    .      , 32 

Investments 13 

Advances,  discounts,  and  short  loans  ...     24 

Total 69 

^  In  the  analysis  the  figures  for  the  Presidency  banks,  5  Exchange  banks 
(which  do  a  considerable  portion  of  their  business  in  India),  and  13  Indian 
Joint-Stock  banks  have  been  taken  into  account.  In  the  case  of  Exchange 
banks  the  figures  represent  their  whole  business  in  and  out  of  India. 
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It  is  important  to  see  the  comparative  increase  in 
deposits  and  current  accounts  by  banks  :  ^ 

Deposits  in  Millions  of  £ 


1913. 

1914. 

1915. 

1916. 

1917. 

1918. 

Presidency  banks      .... 
Exchange   banks   (in  and   out    of 

India) 

Indian  Joint -Stock  banks 

Total 

28 

43 
13 

84 

30 

46 
11 

29 

57 
12 

33 

68 
14 

50 

84 
20 

40 

* 
* 

87 

98 

115 

154 

*  Complete  figures  not  yet  available. 

The  most  noticeable  features  in  the  war  balance 
sheets  are  (1)  the  increases  in  the  deposits  on  the 
liabilities  side,  and  (2)  the  growth  in  the  cash  and 
investments  among  the  assets.  Deposits  in  the 
Presidency  and  Indian  Joint-Stock  banks  increased 
by  £29,000,000,  or  71  per  cent ;  cash  by  £15,000,000, 
or  115  per  cent ;  and  investments  by  £7,000,000,  or 
100  per  cent.  In  the  Exchange  banks  the  increases 
in  and  out  of  India  were  95,  155,  and  150  per  cent 
respectively.  Some  friendly  critics  reading  these 
may  say  that  here  we  have  inflation  with  all  its 
consequences.  In  the  creating  of  credit  there  is  an 
addition  to  buying  power  and  so  a  rise  of  prices. 
In  the  first  place  the  demand  for  India's  exports  of 
national  importance  was  insistent,  and  this  meant 
great  prosperity  to  trade.  Added  to  this  was  the 
part  Government  played.  Government  had  to  finance 
expenditure  in  India  on  behalf  of  the  War  Office  in 
London  as  well  as  on  its  own  behalf.  It  had  to 
raise  loans  and  obtain  credits.      The  editor  of  the 

1  In  the  analysis  the  figures  for  the  Presidency  banks,  5  Exchange  banks 
■  (which  do  a  considerable  portion  of  their  business  in  India),  and  13  Indian 
Joint-Stock  banks  have  been  taken  into  account. 
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Economist,  one  of  the  doughty  opponents  of  inflation 
in  the  United  Kingdom,  wrote  regarding  the  80  per 
cent  increase  in  bank  deposits  in  the  United  King- 
dom thus  : 

Bank  deposits  are  now  generally  recognised  as  having 
grown,  not  because  we  were  somehow  miraculously  enriching 
ourselves  while  up  to  our  chins  in  the  costliest  war  that  ever 
was  waged,  but  because  our  credit  machinery  has  responded 
with  all  its  marvellous  ease  and  elasticity  to  the  requirements 
of  war  Governments  which  have  been  short-sighted  enough 
to  pay  a  large  part  of  the  war's  cost  by  means  of  inflation 
and  manufactured  money.  Not  having  courage  enough  to 
tax  drastically  or  enough  power  of  persuasion  to  induce 
investors  to  cover  tbe  war's  cost  by  genuine  saving  and  reduc- 
tion of  consumption,  our  Government  have  filled  the  gap  by 
calling  on  the  banks  to  provide  new  money,  or  buying  power, 
by  leading  either  directly  to  it  or  indirectly  to  customers. 
This  Rake's  Progress  has  gone  forward  with  a  considerable 
accelerando  movement. 

The  large  Indian  war  loans,  the  introduction  of 
a  large  amount  of  floating  debt  in  the  form  of  Indian 
Treasury  bills,  the  considerable  expenditure  on 
account  of  Government  and  of  the  Allies,  not  to 
mention  the  large  sums  left  by  Government  with  the 
Presidency  banks  to  avoid  any  stringency,  forced, 
as  it  were,  the  pace.  When  the  banks  bought  War 
Loan  or  Treasury  bills  from  Government  they  paid 
for  the  securities,  and  this  reduced  the  banks'  cash 
balances  and  increased  their  investments.  Govern- 
ment used  its  increased  balances  to  pay  debts  owing 
to  firms,  etc.,  and  these  paid  the  cheques  into  their 
bank  accounts  or  in  turn  to  their  creditors.  The 
banks  thus  got  back  their  cash  balances  at  the  Presi- 
dency banks  and  at  their  own  ofiices,  while  their 
deposits  were  increased  by  the  cheques  which  were 
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paid  in  by  customers.  Thus  when  everything  is 
said  and  done,  the  banks,  those  great  manufacturers 
of  credit,  found  themselves  with  deposits  increased 
by  the  amount  of  their  subscriptions  to  the  Govern- 
ment loans.  Government  and  the  banks  by  this 
credit  operation  increased  the  amount  of  currency, 
and  if  the  increase  in  the  volume  of  goods  was  not 
so  rapid,  then  inflation  followed.  Hartley  Withers 
sums  up  the  position  with  characteristic  lucidity 
thus : 

The  banks  are,  among  other  things,  manufacturers  of 
currency,  and  as  long  as  their  manufacture  does  not  outstrip 
the  pace  at  which  the  goods  are  being  produced,  the  general 
level  of  prices  will  remain  fairly  level.  Or  if  new  currency 
that  they  create  is  used  by  producers  to  set  to  work  and  make 
more  goods,  then  by  creating  it  they  are  helping  the  production 
of  goods  and  so  maintaining  the  equihbrium  between  goods 
and  currency.  It  is  when  they  manufacture  currency  that 
is  handed  straight  over  to  a  great  consumer  like  a  Government 
in  war-time,  that  inflation  can  almost  be  seen  getting  to  work. 
A  new  buyer  comes  into  the  market,  with  a  great  mass  of 
currency  to  draw  on,  competing  with  all  other  buyers,  and 
probably,  from  what  we  know  of  Government  departments, 
with  itself,  and  up  go  prices.  It  is  a  subtle,  insidious,  but  very 
effective  way  of  getting  money  out  of  us,  not  by  taking  it 
from  us,  but  by  watering  down  the  value  of  all  the  money 
that  we  possess.  As  the  prices  of  goods  rise  our  buyiQg 
power  over  them  declines,  and  so  we  have  to  put  up  with 
less  of  them.  .  .  .  Inflation,  however,  does  not  only  hit  the 
poorest  members  of  the  community.  It  is  bad  finance  for 
the  Government  that  indulges  in  it  to  any  extent  that  sufiices 
to  cause  any  serious  rise  in  prices  and  depreciation  in  the 
currency.  In  the  first  place,  the  Government  drives  prices 
up  against  itself  and  so  makes  the  war,  or  whatever  else  be 
the  object  of  its  spending,  more  costly.  In  the  second,  the 
Government  .  .  .  borrows  at  a  time  when  the  currency  is 
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depreciated  by  its  own  action  and  engages  to  pay  interest  and 
pay  the  debt  back  in  years  hereafter,  when  we  may  fairly  hope 
that  prices  will  have  gone  back  from  their  present  level.  .  .  . 
Unlike  the  quality  of  mercy  which  blesseth  him  that  gives 
and  him  that  takes,  the  system  of  financing  by  inflation 
curses  both  the  inflator  and  the  inflatee.  "  But,"  it  is  argued, 
"  you  cannot  possibly  get  away  from- inflation  in  time  of  war. 
It  is  inevitable.  The  rise  in  prices  makes  a  larger  amount 
of  currency  necessary."  But  could  there  be  a  general  rise 
in  prices  without  an  increase  in  the  volume  of  currency  ? 
There  could,  of  course,  if  there  had  been  a  decrease  in  the 
production  of  goods.  But  if  the  production  of  goods  had 
remained  fairly  constant,  as  it  probably  did  if  we  include 
war  material  as  goods,  and  if  there  had  been  no  increase  in 
the  volume  of  currency,  then,  I  think,  though  certain  prices 
must  have  risen,  others  must  have  fallen.^ 

Inflation,  however,  is  not  so  evident  in  Indian  as 
in  English  fiinance,  thanks  to  the  careful  way  in  which 
our  finances  were  nursed  in  the  early  years  of  the  war. 
The  cheques  operating  on  this  deposit  currency  have 
been  dealt  with  in  Chapter  VII.,  where  the  growth 
of  the  circulating  media  and  the  growth  of  business 
is  compared.  The  following  table  brings  out  the 
growth  in  deposits  over  a  series  of  years  : 

^  Out  Mamey  and  the  State.    John  Murray,  London,  1917. 
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Bank  Deposits 
(In  millions  of  £.) 


Year. 

Presidency 
banks  and 
branches. 

Exchange 

banks 
(deposits  in 
India  only).* 

Indian 

Joint-Stock 

banks.' 

Total. 

Thirty  years  ago  (1888) . 
Twenty  years  ago  (1898) 
Ten  years  ago  (1908)       . 
1909 

7 

9 

21 

24 

3 

6 

13 

13 

1 

5 

11 

14 

11 
20 
45 
51 

1910 

24 

16 

17 

67 

1911 

26 

19 

17 

62 

1912 

27 

20 

18 

65 

1913 

28 

21 

16 

65 

1914 

30 

20 

12 

62 

1915 

29 

22 

12 

63 

1916 

33 

25 

17 

75 

1917 

50 

36 

21 

107 

1918 

40 

41 

t 

t 

•  Figures  refer  to  aU  banks  reporting  to  the  Department  of  Statistics, 
t  Complete  figures  not  yet  available. 

The  tremendous  leap  upwards  in  the  cash  balances 
in  1917  was  the  accretion  to  the  resources  of  the 
Exchange  banks.  The  large  profits  which  have  been 
made  by  most  Indian  industries  on  account  of  the 
war  were  reflected  in  the  large  increase  in  deposits. 
The  net  profits  of  jute  mills,  for  example,  after  de- 
ducting income-tax,  super-tax,  and  excess  profits,  was 
in  1918  £10,578,000,  as  against  £823,000  in  the  pre- 
war year,  1914.  The  paid-up  capital  of  these  mills 
is  £9,361,000,  i.e.  less  by  12  per  cent  than  the  year's 
profits  in  1918.  There  are  other  causes  mainly 
peculiar  to  the  Exchange  banks,  viz.  the  necessity  of 
working  with  proportionately  larger  balances  on 
account  of  the  difficulty  of  obtaining  remittances, 
and  the  general  advantage  of  working  in  a  world 
crisis  with  high  balances  in  India  to  be  on  the  safe 
side.  In  normal  times,  as  the  chairman  of  the 
Exchange  banks  said  to  us  some  days  ago  (July  1919) : 
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"  I  could  get  R.  30  lakhs  of  Councils  by  cable  when- 
ever I  wanted  it.  To-day  I  can't,  in  view  of  the  diffi- 
culty of  obtaining  remittances  and  also  in  view  of 
the  delays  in  cables.  I,  therefore,  work  on  higher 
balances."  At  the  present  time  there  are  large  sums 
in  Calcutta  that  have  not  been  sent  to  London, 
profits  of  companies,  and  part  of  this  is  lying  in  cash 
balances  and  part  in  Indian  Treasury  bills. 

The  percentage  of  cash  to  liabilities  on  deposits  on 
31st  December  of  each  year  was  as  follows  : 


Percentage  of  Cash  Balances  to 

l^IABILITIBS 

ON  Deposits 

1913.* 

1914. 

1915. 

1916. 

1917. 

1918. 

Per 
cent. 

Per 

cent. 

Per 

cent. 

Per 

cent. 

Per 

cent. 

Per 
cent. 

Presidency  banks       .... 
Exchange  banks — 

(1)  Banks   doing  a   considerable 
portion  of  their  business  in 

36 

46 

34 

35 

45 

28 

India 

19 

28 

19 

25 

40 

20 

(2)  Banks     which     are     merely 
agencies  of   large   banking 
corporations  doing  business 
all  over  Asia 

17 

26 

41 

35 

160 

t 

Indian  Joint-Stock  banks — 

(1)  Major  banks  having   capital 
and  reserve  of  R.  5  lakhs 

and  over        .... 

18 

21 

22 

24 

25 

t 

(2)  Minor  banks  having  capital 
and  reserve  between  R.   1 

lakh  and  5  lakhs  . 

16 

22 

22 

17 

21 

t 

*  Pre-war  year. 


t  Complete  figures  not  yet  available. 


The  phenomenal  increases  in  the  cash  balances  in 
1917  of  the  Exchange  banks  which  do  business  mainly 
outside  India  and  have  only  agencies  in  this  country, 
are  to  be  explained  by  large  imports  of  gold  for  cotton 
which  were  imported  between  July  and  November 
1917.  The  Yokohama  Specie  Bank's  Indian  deposits 
and  those  of   the  Hong-Kong  and   Shanghai  Bank 
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Corporation,  for  example,  were  about  eight  times  as 
high  as  those  of  the  previous  year.  The  gold  was 
imported,  it  is  understood,  mainly  to  pay  for  cotton. 
The  effects  of  the  war  on  banks'  investments  were 
most  noticeable  in  the  case  of  the  Presidency  and 
Exchange  banks.  The  increase  in  the  investments  of 
the  Presidency  banks  was  141  per  cent,  while  those 
of  the  Exchange  banks,  which  do  a  considerable  por- 
tion of  their  business  in  India,  was  137  per  cent. 
The  Indian  Joint-Stock  banks  showed  an  increase  of 
53  per  cent,  as  will  be  seen  from  the  table  below  : 


Investments 
(In  millions  of  £.) 

1913.* 

1914. 

1915. 

1916. 

1917. 

1918. 

Presidency  banks      .... 

Exchange  banks  doing  a  consider- 
able portion  of  their  business  in 
India 

Major  Indian  Joint-Stock  banks    . 

5 

4 
2 

6 

7 
2 

8 

10 

2 

8 

9 
3 

11 

10 
3 

8 

t 
t 

'  Pre-war  year. 


t  Complete  figures  not  yet  available. 


The  increase  in  investments  is  due  in  no  small 
measure  to  the  large  subscriptions  to  Government 
loans  of  all  kinds  since  the  outbreak  of  the  war. 

Next  as  to  discounts  and  advances.  In  view  of 
what  has  already  been  said  on  deposits,  the  increase 
in  discounts  and  advances  is  of  special  interest.  The 
figures  of  the  Exchange  banks  have,  on  account  of 
the  restrictions  on  the  discounting  of  bills,  not  in- 
creased. 
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DiSOOTJNTS   AND    ADVANCES 

(In  millions  of  £.) 

1913.» 

1914. 

1915. 

1916. 

1917. 

Presidency  banks       .... 

Exchange  banks  doing  a  consider- 
able portion  of  their  business  in 
India 

Major  Indian  Joint-Stock  banks     . 

18 

27 
10 

15 

22 
9 

15 

24 
9 

18 

28 
10 

21 

27 
14 

•  Pre-war  year. 

In  the  Appendix  a  table  shows  the  dividends  as 
compared  with  the  pre-war  year.  In  11  cases  out 
of  14,  higher  dividends  have  been  declared  in  spite 
of  the  necessity  of  writing  down  investments  and  of 
strengthening  reserves.  The  main  feature  of  the 
table  on  bank  rates  is  that  money  was  tighter  than 
in  the  pre-war  year.  The  difference  between  the 
maximum  and  minimum  was  also  less  than  in  pre- 
war years.  These  Presidency  bank  rates  are  the 
rates  charged  for  demand  loans,  i.e.  the  rates  charged 
day  by  day  by  the  Presidency  banks  for  loans  ad- 
vanced on  such  security  as  Government  paper.  The 
Bank  of  England  rate,  on  the  other  hand,  is  the 
official  minimum  rate  at  which  the  Bank  of  England 
will  discount  bills,  and  it  is  ordinarily  higher  than  the 
fluctuating  market  rate  of  discount.  It  is  in  normal 
times  I  per  cent  less  than  the  rate  charged  by 
the  Bank  of  England  for  loans  and  advances.  The 
rates  of  the  three  Presidency  banks  seldom  differ  by 
more  than  1  per  cent. 

We  shall  conclude  this  chapter  with  a  reference 
to  the  returns  of  cheques  in  1917-18,  as  compared 
with  the  pre-war  year.  The  data  are  set  out  in  a 
table  elsewhere.  It  is  perhaps  unnecessary  to  point 
out  that  cheques  are  merely  the  bank  deposits  in 

2  E 
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actual  use,  and  the  proportion  of  the  cheques  to 
deposits  represents  the  rapidity  of  the  circulation  of 
these  bank  deposits.  The  cheques  exchanged  in  these 
clearing  houses,  where  the  representatives  of  all  the 
principal  banks  meet,  are  an  indication  of  the  trans- 
actions which  result  in  the  daily  transfer  of  an 
enormous  mass  of  credit.  This  is  reduced  to  a 
matter  of  book  entries  between  banks  and  between 
the  various  accounts  in  the  same  bank.  The  main 
fact  is  the  very  noticeable  increase  of  115  per  cent 
over  the  pre-war  year.  The  increase  in  the  case  of 
the  Calcutta  Clearing  House  was  123  per  cent,  and 
in  that  of  Bombay  143  per  cent.  In  1918  the  Calcutta 
clearings  amounted  to  £496,000,000  (R.  744  crores)  or 
53  per  cent  of  the  total  years'  clearings,  which  was 
certainly  a  feather  in  the  cap  of  that  city.  Bombay 
came  next  with  £356,000,000  (R.  534  crores),  or  38 
per  cent.  These  suggestive  statistics,  together  with 
those  referred  to  in  the  previous  paragraphs  of  this 
chapter,  prove,  if  proof  were  necessary,  how  war- 
time prosperity,  so  far  as  our  banking  activities  were 
concerned,  brought  grist  to  the  mill. 


CHAPTER  XVI 

PROBLEMS   OF  INDIAN  BANKING  LEGISLATION 
I 

A  Free  or  a  Privileged  Banking  System 

So  far  we  have  dealt  with  plain,  positive,  practical 
facts  relating  to  Indian  banks.  We  must  now  look 
a  little  ahead  and  see  whether  the  problems  that  are 
likely  to  confront  us  in  the  near  future  could  hot  be 
met  by  a  carefully  elaborated  system  of  banking  as 
has  been  introduced  into  several  other  countries. 
India  will  shortly,  it  seems,  have  to  make  up  her 
mind  whether  a  free  or  quasi-free  banking  system  is 
to  continue,  or  whether,  all  things  considered,  a 
privileged  system,  characterised  by  a  great  central 
bank  under  State  control,  and  to  some  extent  under 
State  management,  will  not  be  preferable.  The 
lessons  of  the  bank  failures  of  1913  have  impressed 
the  necessity  on  men's  minds  of  greater  control  by 
legislative  enactment  or  by  inspection.  The  failures 
have  also  shown  how  important  it  is  to  have  a  trained 
body  of  men.  Sound  banking  in  India  depends  not 
merely  on  good  laws  but  also  on  good  bankers.  In 
England  and  Scotland,  for  example,  young  men  at 
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the  age  of  seventeen  or  eighteen  begin  a  long  period 
of  training  in  bank  offices  and,  in  addition  to  this 
practical  side  of  the  work,  they  pass  examinations 
held  by  the  Institute  of  Bankers,  by  similar  bodies, 
or  by  the  banks  themselves.  In  India  such  a  career 
is  scarcely  yet  in  existence.  Our  universities  and 
colleges  working  in  greater  co-operation  with  banks 
could  do  more  than  they  have  done  in  the  past.  If 
banking  is  to  develop  in  the  way  in  which  every 
business  man  expects,  the  need  for  bankers  trained  in 
this  country  on  similar  lines  will  be  great.  Without 
trained  leaders  the  banking  army  wUl  never  win  a 
victory,  and  we  shall  have  to  continue  to  depend 
almost  entirely  on  that  hard-working  body  of  men 
who  bring  to  the  East  the  banking  wisdom  of  the 
West.  Another  lesson  of  the  failures  of  1913  is  that 
the  advantages  of  banking  legislation  as  typified  in  the 
Presidency  Bank  Act  of  1876  were  brought  into  relief. 
Indian  Joint-Stock  banking  would  have  greatly  gained 
in  its  early  development  had  restrictions  similar  to 
those  in  the  Act  of  1876  and  in  the  statute  book  of 
other  countries  been  insisted  on.  Experience  some- 
times can  be  bought  at  too  high  a  price,  and  as  the 
old  proverb  has  it — prevention  is  better  than  cure. 

In  addition  to  these  local  causes  there  have  been 
world  factors,  the  importance  of  which  the  war  has 
emphasised.  The  imaginative  Indian  mind  has  watched 
with  interest  the  history  of  the  Commonwealth  Bank 
of  Australia.  This  State  bank  is  owned  wholly  by 
the  Government  of  Australia.  It  began  business  in 
1912  with  no  capital  and  with  assets  of  only  £10,000 
in  the  form  of  a  loan  from  the  Australian  Government. 
Its  last  balance  sheet,  issued  up  to  December  31, 
1918,  showed  a  total  of  over  £70,000,000  as  follows  : 
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Liabilities. 

Assets. 

£  (thousands) 

f  (th( 

jusands) 

Deposits,    accrued    in- 

Coin, bullion,  and  cast 

terest,  and  rebate     . 

50,824 

balances 

5.832 

Bills  payable  and  other 

Australian  notes   . 

15,751 

liabilities    . 

1,455 

Money  at  short  call  in 

Savings  bank  deposits 

16,125 

London 

12,215 

Capita]  —  Debentures 

Investments  . 

15,747 

issued  .... 

Fixed  deposits  of  other 

Reserve  fund. 

767 

banks 

1,089 

Redemption  fund. 

767 

Bills  receivable  in  Lon- 

Outstanding    credits, 

don  and  remittances 

per  contra  . 

194 

in  transit    . 
Bills  discounted,  loans 

1,139 

and  advances    . 

17,858 

Bank  premises 

307 

Letters   of  credit,   per 

contra 

194 

70,132 


70,132 


This  bank  (not  to  be  confused  with  the  Bank  of 
Australasia)  had  last  year  thirty  branches  in  Australia 
and  six  offices  in  the  United  Kingdom.  It  has  done 
more  for  the  development  of  Australian  industries  than 
statistics  could  demonstrate,  and  so  far  from  weaken- 
ing the  position  of  Australian  banks  its  prosperity  has 
proved  to  be  a  source  of  strength. 

The  development  of  banking  in  Canada  has 
similarly  been  studied  with  profit,  especially  in  regard 
to  the  numerous  branch  banks.  Its  weak  point,  as 
all  critics  on  banking  agree,  is  the  lack  of  Government 
inspection.  Monthly  returns,  however,  of  assets  and 
liabiUties  according  to  a  prescribed  form  are  required 
to  be  made  to  Government,  but  there  is  nothing 
that  corresponds  to  the  system  of  bank  examination 
in  the  United  States.  The  minimum  subscribed 
capital  is  $500,000,  of  which  not  less  than  $250,000 
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must  be  paid  in  before  the  commencement  of  busi- 
ness. Ttere  are  also  restrictions  on  loans.  All  bank 
charters  expire  at  the  end  of  each  decade,  so  that  an 
opportunity  is  afforded  for  their  revision  at  regular 
intervals.  Canadian  bankers  have  also  procured  for 
their  chartered  association  legal  powers  of  supervision 
over  note  issues  by  banks.  The  banks  have  in  this 
way  the  legal  right  to  inspect  each  other  so  far  as 
their  note  circulation  is  concerned,  but  in  no  other 
matter. 

The  renewal  of  the  Charter  of  the  Bank  of  France 
some  time  ago  was  of  similar  interest  and  importance. 
The  Charter  provided,  among  other  things,  for  the 
opening  in  the  next  twelve  years,  of  twelve  new 
branches  and  twenty-five  subsidiary  branches,  and 
also  special  offices  in  fifty  provincial  towns  including 
cantons  having  more  than  6000  inhabitants.  The 
bank  also  undertakes  to  act  as  a  clearing  house  for 
local  bills  and  local  paper  issues,  with  the  result  that 
credit  facilities  will  be  made  available  in  the  most 
remote  districts  of  France.  In  regard  to  this  the 
Times  of  India  wrote  : 

The  Presidency  banks  have  not  that  monopoly  of  the 
note  issue,  which  is  exceedingly  lucrative  to  the  Bank  of 
France.  On  the  other  hand,  they  have  a  monopoly  of  the 
custody  of  Government  funds,  which  directly  and  indirectly 
is  very  valuable.  The  goal  we  have  to  set  ourselves  is  to 
bring  credit  facilities  in  the  most  remote  districts  of  India. 
As  a  first  step  in  that  direction  we  have  to  lay  down  a  policy 
which  will  establish  banking  facilities  in  every  district  head- 
quarters. That  ought  to  be  one  of  the  duties  thrown  on 
the  Presidency  banks  in  return  for  the  valuable  privileges 
which  they  enjoy — privileges  whose  value  is  attested  by 
the  appearance  of  their  balance  -  sheets.  If  it  cannot 
be  done  through  the  Presidency  banks,  then  the  establish- 
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ment  of  a  State  Bank  should  be  regarded  as  of  the  greatest 
urgency.'^ 

The  successful  efforts  at  banking  reconstruction  in 
the  United  Kingdom,  especially  in  connection  with  the 
establishing  of  the  British  Trade  Corporation  and  the 
numerous  and  important  bank  amalgamations  of  the 
last  few  years,  have  further  affected  those  who  are 
bitten  with  a  mania  for  banking  reform  in  India. 

Lastly,  there  is  the  pre-eminently  successful 
experiment  of  the  Federal  Reserve  Board  and  the 
twelve  Federal  Reserve  banks  which  came  into 
being  on  the  passing  of  the  Federal  Reserve  Act  of 
December  23, 1913.  The  United  States  is  perhaps  the 
unique  example  of  the  establishment  of  a  central 
banking  system  after  banking  had  already  reached 
an  advanced  stage  of  development  in  a  country.  The 
main  object  of  the  Federal  Reserve  Act  was  to  give 
the  banking  system  of  the  United  States  all  the 
advantages  of  a  central  bank  without  the  creation  of 
a  central  bank.  A  more  complicated  system  than  a 
central  bank  with  branches  in  most  cities  was  intro- 
duced by  the  creation  of  twelve  districts  in  each  of 
which  was  a  Federal  Reserve  bank  which  had  power 
to  open  branches  in  its  own  district.  There  are, 
therefore,  twelve  central  banks  enjoying  the  ad- 
vantages of  local  management,  while  the  Federal 
Reserve  Board,  the  central  authority,  supervises  and 
imparts  unity  of  control  into  the  banking  system. 
The  United  States  experienced  the  same  difficulties 
which  India  in  a  smaller  degree  experiences  from  time 
to  time.  Both  are  large  in  area — the  area  of  India  is, 
however,  but  half  that  of  the  States — and  they  both 
possess  an  independent  treasury  system.     Until  the 

1  Times  of  India,  dated  March  9,  1918. 
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passing  of  the  Act  of  1913  there  was  a  great  want  of 
unity  in  the  banking  administration  of  the  United 
States.  The  financial  crisis  of  1908  clearly  showed 
that  some  scheme  of  keeping  ample  reserves  of  cash 
in  all  the  banks'  vaults  or  within  easy  reach  had  to' 
be  solved  in  addition  to  the  question  of  adequate 
supervision.  The  Monetary  Commission  first  aimed 
at  a  Central  State  bank,  but,  as  in  India  with  our 
Presidency  banks,  local  jealousies  were  strong.  The 
American  Bankers'  Association,  in  their  answers  to 
questions  formulated  by  a  sub-committee  of  the  Bank- 
ing and  Currency  Committee  of  the  Senate,  pointed 
out  the  following  defects  in  the  currency  and  banking 
system :  (1)  The  absolute  rigidity  and  lack  of  co- 
hesiveness,  there  being  no  provision  for  co-operation 
among  the  banks.  Under  ordinary  conditions  this 
was  not  so  much  felt  by  the  banks  individually,  but 
under  strained  financial  conditions,  when  each  bank 
was  thrown  on  its  own  resources  and  had  in  self- 
protection  to  act  independently  of  all  the  rest,  the 
lack  of  a  system  under  which  all  could  cc^operate 
through  a  common  policy  of  action  became  keenly 
felt,  and  it  was  evident  that  what  was  really  lacking 
was  a  system ;  (2)  the  use  of  so  much  of  the  legal 
reserve  money  of  the  country  in  actual  circulation  for 
ordinary  business  purposes  was  another  waste  ;  (3) 
the  independent  treasury  system,  under  which  Govern- 
ment acts  as  partial  custodian  of  its  own  funds,  re- 
sulted in  irregular  withdrawals  of  money  from  the 
bank  reserves  and  from  circulation,  and  materially 
interfered  with  the  even  tenor  of  general  business ; 
(4)  there  was  no  open  market  for  commercial  paper 
(issued  for  agricultural,  industrial,  and  commercial 
purposes),  available  for  investment  by  banks.     (This 
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Mndered  the  development  of  tlie  productive  forces  of 
the  country) ;  and  (5)  there  was  a  lack  of  provision 
for  the  organisation  of  American  banking  institutions 
in  foreign  countries,  institutions  which  are  necessary 
for  the  development  of  foreign  trade. 

A  scheme  was  devised  by  Congress  which  accom- 
plished the  good  results  of  a  central  bank  and  yet 
avoided  the  criticism  that  such  a  bank  would,  especially 
among  the  democrats,  inevitably  produce.  The  war 
has  conclusively  proved  that  the  great  aim  of  the  Act 
has  been  achieved,  i.e.  all  member  banks  have  ample 
supplies  of  cash  at  all  times.  There  is  first  of  all  a 
Federal  Reserve  Board  of  seven  members.  There  is 
also  the  Federal  Advisory  Council  composed  of  one 
representative  from  each  of  the  Reserve  banks.  This 
Coimcil  may  act  only  in  an  advisory  capacity  to  the 
Federal  Reserve  Board.  The  Federal  Reserve  banks 
are  twelve  in  number,  the  whole  of  the  United  States 
being  divided  into  twelve  banking  districts  or  areas. 
Every  national  bank  must  become  a  stockholder  to 
the  extent  of  6  per  cent  of  its  capital  and  reserves 
(50  per  cent  of  the  subscribed  capital  to  be  paid  in) 
of  the  Federal  Reserve  bank  in  the  district  in  which 
it  is  situated.  State  banks  and  trust  companies  may 
also  become  member  banks  imder  certain  conditions 
(7670  National  banks  and  195  State  banks  are 
members) .  The  Federal  Reserve  banks  are  required  to 
keep  minimum  reserves  of  35  per  cent  of  their  deposits. 
Member  banks  have  to  keep  reserves  of  18  per  cent, 
15  per  cent,  and  12  per  cent  respectively,  according 
as  they  are  located  in  large  cities,  smaller  cities,  or 
rural  districts.  The  Federal  Reserve  Board  is  author- 
ised to  suspend  temporarily  any  of  these  reserve 
requirements,  and  to  impose  a  graduated  tax  upon 
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the  amounts  by  which  the  reserves  fall  below  the 
stated  minimum.  The  Federal  Reserve  banks,  except 
for  open  market  purchases,  do  no  banking  business 
with  the  public  but  only  with  their  member  banks. 
These  Federal  Reserve  banks  may  issue  Federal 
Reserve  notes  against  gold  or  commercial  paper. 
Additional  currency  can  thus  be  obtained  when  trade 
requires  it  by  the  discount  of  bills  of  exchange,  and 
these  being  of  short  date,  their  payment  when  due 
would  of  necessity  cause  a  contraction  in  the  notes 
issued  against  them.  The  total  issue,  as  we  shall  see, 
is  limited  in  proportion  to  the  amount  of  the  gold 
reserve. 

"  In  this  system,"  said  the  late  Sir  Edward  Holden,  "  the 
currency  in  circulation  is  not  increased  unless  there  has  been 
a  previous  increase  in  the  volume  of  goods  produced,  as  the 
Bills  of  Exchange  which  are  discounted  for  currency  must 
be  commercial  bills  representing  goods.  Hence  there  is  no 
similar  effect  upon  prices  consequent  on  an  increase  in  currency 
obtained  in  this  way  as  would  be  the  case  when  notes  are 
issued  against  securities  not  representing  goods,  such  as 
Treasury  Bills.  .  .  .  The  experience  of  most  State  banks  is 
that  commercial  Bills  of  Exchange  are  the  best  security  on 
which  to  issue  currency  after  gold,  and  it  has  been  on  this 
basis  that  the  Americans  have  worked  and  have  built  up 
their  Federal  Eeserve  banks." 

The  following  table  illustrates  the  remarkable  develop- 
ment in  the  twelve  Reserve  banks  : 


[Table 
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Consolidated  Balance  Sheet  op  the  Twblvb  Pedeeal 

Rbsekve  Banks 

(In  thousands  of  £  sterling.) 


December 
1914. 

December 
1917. 

December 
1918. 

Capital 

Reserve         .... 
Notes  issued  .... 
Deposits        .... 
Other  liabilities    . 

Total  liabilities 

Gold 

Legal  tenders 

Total  cash   . 

BiUs 

Investments  .... 
Other  assets  .... 

Total  assets 

3,610 

3,205 
51,204 

13,810 

222,107 

294,472 

2,598 

16,117 

277 

532,740 

309,900 

33,227 

58,019 

532,987 

892,261 

48,264 
5,315 

326,272 
10,390 

415,798 
10,927 

53,579 

2,119 

51 

2,270 

336,662 

175,517 

20,108 

700 

426,725 

389,413 

70,788 

5,335 

58,019 

532,987 

892,261 

Senator  Robert  L.  Owen,  Chairman  of  the  United 
States  Senate  Committee  on  Banking  and  Currency 
and  chief  sponsor  of  the  Federal  Reserve  Act,  said 
some  time  ago  : 

The  central  idea  of  the  system  is  elastic  currency  issued 
against  commercial  paper  and  gold,  expanding  and  contracting 
according  to  the  needs  of  commerce.  .  .  .  The  soul  of  the 
Reserve  System  is  elastic  currency  issued  by  Government, 
under  Government  control,  expanding  and  contracting  as  the 
nation's  commerce  may  require.  Under  the  Reserve  System 
a  financial  panic  is  impossible.  People  will  not  hoard  currency 
nor  hold  gold  when  they  know  that  they  can  get  currency  or 
get  gold  when  required.  This  was  an  important  object  of 
those  who  prepared  the  Reserve  Act.  America  no  longer 
beheves  a  financial  panic  possible,  and  therefore  the  business 
men,  being  perfectly  assured  as  to  the  stability  of  credits,  do 
not  hesitate  to  enter  manufacturing  and  commercial  enter- 
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prises  from  which  they  would  be  deterred  under  old  conditions 
of  unstable  credit.  The  system  has  expanded  the  use  of 
acceptances  and  of  cheques  and  drafts,  has  stimidated 
industry,  provided  enlarged  employment  of  labour,  increased 
output,  and  greatly  enhanced  the  financial  prestige  of 
American  banks. 

The  Federal  Reserve  Board  has  specially  excluded 
notes,  drafts,  and  bills  drawn  for  stock  speculation 
from  the  paper  eligible  for  discount.  Under  the 
amendments  of  June  1917,  when  a  Federal  Reserve 
bank  deposits  with  the  Federal  Reserve  agent  gold  or 
gold  certificates  as  collateral  for  reserve  notes  in 
addition  to  approved  commercial  paper,  the  gold  so 
deposited  is  included  as  part  of  the  40  per  cent 
minimum  gold  reserve  which  the  bank  is  required  to 
maintain  against  notes  actually  in  circulation. 
Recently  the  Federal  Reserve  Board  has  carefully 
defined  the  type  of  paper  which  is  eligible  for  dis- 
count. Bills  of  exchange  issued  "  for  the  purpose  of 
carrjdng  or  trading  in  stocks,  bonds,  or  other  invest- 
ment securities,  except  bonds  and  notes  of  th6  United 
States,"  are  not  eligible  for  rediscount.  This  prevents 
the  Federal  Reserve  banks  financing  speculation,  and 
limits  rediscounts  to  self-liquidating  paper.  A  gold 
reserve  of  40  per  cent  of  their  notes  in.  circulation, 
5  per  cent  of  which  is  kept  with  the  United  States 
Treasury  in  Washington  for  redeeming  the  notes, 
must  be  held  by  the  Reserve  banks.  The  Federal 
Reserve  Board  may  suspend  this  under  penalty  of  a 
heavy  tax.  The  notes  are  redeemable  in  gold  only 
at  Washington,  and  they  are  obligations  of  the  United 
States  Government  itself.  The  notes  are  issued 
through  the  Federal  Reserve  agent  in  each  of  the 
Federal  Reserve  banks.    He  is  a  Government  official, 
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and  is  the  custodian  of  the  gold  reserve  and  of  the 
discounted  bills  held  against  the  notes  in  circulation. 
The  Reserve  banks'  gold  reserves  must  be  35  per  cent 
of  their  total  deposits  from  the  member  banks  plus 
40  per  cent  of  the  total  of  their  currency  notes  in 
circulation.  The  funds  of  the  United  States  Govern- 
ment may  be  deposited  in  the  Federal  Reserve  banks 
without  collateral  security,  to  be  drawn  out  by  cheques 
for  public  disbursements.  The  Secretary  of  the 
Treasury  is  permitted  under  the  Act  to  use  member 
banks  as  depositories,  or  to  keep  his  funds  in  his  own 
vaults. 

In  short  the  Federal  Reserve  Act  provided  for  the 
creation  of  Federal  Reserve  banks,  twelve  in  number, 
which  were  superimposed  over  the  National  and  State 
banks  and  trust  companies.  Membership  was  im- 
perative for  National  banks  but  not  so  for  other  banks. 
Over  these  Reserve  banks  is  the  Federal  Reserve 
Board  which  controls  the  whole  system.  This  Federal 
Reserve  Board  is  composed  of  the  Secretary  of  the 
Treasury  {ex-officio  chairman),  the  Comptroller  of  the 
Currency  {ex-officio),  and  five  members  appointed  by 
the  President  with  consent  of  the  Senate  for  ten  years, 
two  to  be  experienced  in  banking  and  finance.  All 
give  their  entire  time  to  the  Board  and  receive  as  an 
annual  salary  $12,000  each.  No  member  of  the  Board 
can  be  an  officer,  director,  or  stockholder  of  any  bank 
or  trust  company,  nor  a  member  of  Congress.  Members 
and  assistant  secretaries  of  the  Treasury  cannot  be 
employed  in  any  member  bank  while  in  office  nor  for 
two  years  thereafter.  The  Federal  Reserve  Board  has 
very  extensive  powers.  It  supervises  the  Reserve 
banks,  regulates  the  issue  of  notes,  defines  the  character 
of  bills  eligible  for  discount,  rediscount,  etc.    Every 
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half  year  it  levies  upon  tlie  Reserve  banks  assessments 
to  meet  the  estimated  expenses  of  the  Board.  The 
Federal  Reserve  banks  have  each  a  directorate  of 
nine — 3  in  class  A,  elected  by  member  banks  repre- 
senting banks,  3  in  class  B,  elected  by  member  banks 
representing  business  interests  of  the  Federal  Reserve 
district  in  which  the  bank  is  located,  and  3  in  class  C, 
appointed  by  the  Federal  Reserve  Board,  one  a  person 
of  banking  experience,  to  be  chairman  and  designated 
as  "  Federal  Reserve  Agent."  Directors,  officers, 
employees  or  stockholders  of  any  bank  are  not  eligible. 
No  member  of  Congress  can  be  an  officer  or  director. 
The  capital  must  not  be  less  than  $4,000,000.  Shares 
|100  par  value,  tax  exempt,  are  subscribed  for  by 
member  banks  in  the  district,  and  under  certain 
conditions  by  the  United  States  Treasury  and  by  the 
general  public.  Six  per  cent  of  earnings  goes  as 
cumulative  dividend.  Of  the  remainder  one  half  to 
surplus  (reserve)  up  to  40  per  cent  of  paid-up  capital. 
After  this  all  earnings  go  to  the  United  States  Govern- 
ment as  a  franchise  tax,  to  be  applied  either  to  the 
gold  reserve,  or  to  the  retirement  of  outstanding 
United  States  bonds. 


II 

Indian  Banking  Legislation  op  the  Future 

With  this  somewhat  portentous  proem  we  now 
proceed  to  review  in  the  modest  space  of  a  few  pages 
the  main  problems  of  banking  legislation  which  the 
remarkable  happenings  of  recent  years  have  brought 
plainly  to  a  head.  There  are  certainly  spots  of  con- 
siderable weakness  in  our  banking  armour.    We  do 
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not  refer  to  the  Presidency  banks  which  have  had  the 
great  good  fortune  of  being  restricted  in  their  business 
by  legislative  enactment.  Sir  William  Muir,  the 
Finance  Member  of  1876,  showed  how  the  advantages 
of  Scotch  banking,  e.g.  in  regard  to  cash  credits,  etc., 
could  with  safety  be  continued  in  the  new  Act.  As 
a  Scotsman  he  was  essentially  cautious,  and  every  line 
of  the  restrictive  portions  of  the  Act  shows  the  wisdom 
of  this  policy.  Unfortunately,  this  banking  legisla- 
tion has  two  faults.  In  the  first  place,  it  is  over  forty 
years  old,  and  in  the  second  place  it  is  restricted  to  the 
three  Presidency  banks.  It  would  be  to  the  advantage 
of  Indian  Joint-Stock  banks  if  the  safeguards  of  soimd 
banking  were  adopted,  e.g.  (1)  the  restriction  of  the 
term  "bank"  to  banks  proper;  (2)  the  advantage  of 
having,  as  in  the  Canadian  system,  a  minimum  paid- 
up  capital  before  the  bank  opens  its  doors  to  do 
business ;  and  (3)  restrictions  by  law  in  the  granting 
of  loans  and  discounting  paper.  Legislation  seems 
also  required  in  connection  with  the  investments  of 
banks.  Some  banks  invest  too  largely  in  real  estate, 
and  even  in  unsound  securities.  If  a  run  took  place 
these  could  not  be  quickly  realised,  and  if  realisable, 
only  at  a  very  considerable  loss.  This  might,  it  is 
true,  be  remedied  by  the  statutory  regulation  of  the 
cash  balances,  but  this  is  an  exceedingly  difficult 
question,  since  different  localities  work  under  different 
conditions.  A  percentage  fixed  for  aU  banks  alike 
might  afford  no  real  protection,  since  it  might  be  too 
low,  or  on  the  other  hand  so  high  as  to  interfere 
seriously  with  the  accommodation  which  the  banks 
give  to  their  customers.  The  failures  of  1913  also 
showed  the  necessity  of  limiting  the  amount  of 
the  paper  of  any  one  man  which  a  bank  should  be 
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permitted  to  discount,  the  limitation  in  the  number 
of  shares  of  the  bank  and  advances  which  may  be  made 
to  any  single  person.  We  have  already  referred  to 
the  demand  for  trained  men.  Just  as  trained  teachers 
are  of  the  first  importance  to  Indian  education  at  the 
present  time,  so  are  trained  oflSicers  in  sufl&cient 
numbers  to  Indian  banking.  There  is,  too,  the  ad- 
vantage of  public  inspection.  It  would  be  well  to 
take  a  leaf  out  of  American  banking  legislation  and 
to  arrange  for  monthly  or  quarterly  reports  to  the 
Controller  of  Currency  or  a  similar  officer  with  the 
Government  of  India.  The  Federal  Reserve  Act 
provided  that  the  Reserve  Board  shall  examine 
Federal  Reserve  Banks  and  member  banks.  The 
Comptroller  of  the  Currency  at  Washington,  with  the 
approval  of  the  Secretary  of  the  Treasury,  must 
appoint  examiners  to  examine  each  National  bank  at 
least  twice  in  each  year.  The  State  banks  must  be 
subject  to  examination  by  the  Federal  Reserve  Board, 
and  when  admitted  to  membership  must  make  reports 
to  the  Federal  Reserve  Bank  of  their  condition  and 
of  payments  of  dividends  not  less  than  once  a  quarter. 
Publicity  is  not  merely  a  precaution  against  unsound 
banking,  but  it  is  helpful  to  the  banks,  as  it  obtains 
pubUc  confidence.  The  Presidency  banks  pubhsh 
a  statement  weekly.  Most  of  the  other  banks  also 
furnish  annually  to  the  Department  of  Statistics  a 
return,^  but  there  is  no  monthly  or  quarterly  return 
prescribed  by  law.  The  Bank  of  England,  the  Bank 
of  France,  and  the  Reichsbank  publish  weekly  reports. 
Special  inspection  is  sometimes  rendered  unnecessary 

1  These  returns  are  consolidated  and  published  in  the  Department  of 
Statistics'  Annual  Banking  Blue  Book  (Superintendent,  Gtovemment 
Printing,  Calcutta). 
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as  in  the  Bank  of  Prance,  where  the  Ministry  appoint 
the  governor  and  the  two  sub-governors.  It  would 
be  well  if  banks  in  India  were  compelled  to  return  to 
Government  and  to  publish  monthly  a  balance  sheet 
somewhat  in  the  following  form.  The  items  are 
tentative,  but  they  elucidate  most  of  the  mysteries 
that  require  to  be  known. 


Pboposed  Monthly  Statement  to  be  published  by  Banks  in  India 
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The  wholesome  advantages  of  more  light  as  a  partial 
cure  for  our  banking  maladies  are  self-evident.  The 
banks  themselves  would  see  that  there  was  a  "  sweet 
reasonableness  "  in  this,  as  it  would  be  to  their  own 
interests. 

The  next  question  is,  Shall  we  have  a  free  banking 
system  or  a  privileged  system  ?     At  present  we  have, 
strictly  speaking,  neither  the  one  nor  the  other.     The 
latter  of  these  two  systems  is  almost  universal  in 
the  great  countries  of  the  world,  and  at  present  the 
tendency  is  all  in  favour  of  its  complete  establishment 
in  those  countries  where,  as  in  India,  there  is  only 
a  very  partial  application  of  the  system.     The  main 
advantages  to  India  of  the  privileged  system  are  the 
advantages  which  would  accrue  from  a  strong  central 
control  either  in  the  nature  of  a  Federal  Eeserve  Board 
superimposed  over  the  three  Presidency  banks,  or  in 
a  State  Central  Bank  formed  from  an  amalgamation 
of  the  Presidency  banks.     Such  an  institution,  be  it 
a  Board  or  Central  State  Bank,  would  be  of  invaluable 
assistance  to  Government,  and  it  would  also  relieve 
Government  of  some  of  its  regular  financial  duties, 
duties  which  in  other  countries  are  ordinarily  iinder- 
taken  by  a  central  institution.     Under  the  Federal 
Reserve  Act  the  difficulty  of  combining  Government 
control    and    private  management    was    overcome. 
Purely  banking  questions,  such  as  the  granting  of 
loans,  were  entrusted  to  boards  of  directors  of  the 
Federal  Reserve  banks,  while  supervision  and  control 
were  left  to  the  Federal  Reserve  Board  appointed  by 
the  President  of  the  United  States.     The  Government 
of  India  would  gain  in  having  their  financial  and  bank- 
ing work  done  by  a  board  or  institution,  the  members 
of  which  would  include  professional  bankers.   Work 
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done  by  bankers  would  not  be  subjected  to  perpetual 
and  carping  criticism  as  is  that  of  a  close  bureaucratic 
corporation.  In  dealing  with  the  pros  and  cons, 
Sir  James  Meston  said  :  "It  would  relieve  the  officers 
of  Government,  who  very  often  have  neither  the  train- 
ing nor  experience  necessary  for  this  sort  of  work,  of 
obligations  and  responsibilities  for  which  they  them- 
selves must  recognise  that  they  are  notfuUy  equipped." 
Government  would  probably  hand  over  the  Treasury 
balances,  or  the  greater  part  of  these,  since  there  may 
be  out-of-the-way  treasuries  where  the  Bank  would 
not  care  at  first  to  open  branches.  The  note  issue, 
including  the  paper  currency,  the  buying  of  sUver, 
coinage,  the  exchange  and  banking  work  in  London, 
would  probably  be  among  the  duties  assigned  by 
Government.  The  Gold  Standard  Reserve  would  not 
be  handed  over,  since  that  reserve  is  for  the  main- 
tenance of  exchange  and  should  be  under  the  lock  and 
key  of  the  Secretary  of  State  and  the  Government  of 
India.  The  proposed  central  institution — whether 
a  board  or  a  bank — would  advise  and  perhaps  even 
assist  Government  in  their  management  of  it.  The 
mercantile  community  would  prefer  a  central  institu- 
tion to  do  the  financial  and  banking  work  rather  than 
a  Government  department,  in  the  same  way  that  the 
masterly  banlcers  of  the  Bank  of  England  or  the  Bank 
of  France  are  never  questioned  as  to  what  they  do, 
so  great  is  the  confidence  of  the  general  public  in  the 
banker.  An  institution  with  branches  up  and  down 
the  country-side  would  put  an  end  to  the  appalling 
dissipation  of  resources  that  at  present  exists.  Coin 
instead  of  remaining  idle  would  be  put  to  productive 
uses.  It  would  be  possible  to  economise  the  use  of 
the  precious  metals.     A  complete  control  over  dis- 
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counts  as  has  been  successfully  achieved  under  the 
American  system  (which  even  with  the  Reserve  Board 
is  not  quite  a  type  of  privileged  banking  system) 
would  be  feasible.  Greater  economies  and  better 
management  would  result  throughout  the  banking 
system.  The  bank  capital  of  the  country  would  be 
distributed  according  to  the  relative  needs  of  different 
localities,  and  thus  waste  would  be  avoided.  Such 
a  central  institution,  too,  is  more  apt  to  attract  talent 
and  to  train  up  an  efficient  service  than  is  a  small  local 
institution  or  group  of  institutions.  In  favour  of  the 
status  quo  we  are  told  there  are  difficulties  which  can- 
not lightly  be  brushed  aside.  There  are  the  alleged 
provincial  jealousies  and  banking  rivalries.  The 
difficulty  of  finding  in  India  a  directorate  sufficiently 
competent,  and  the  danger  of  a  sharp  conflict  of  views 
between  the  Head  Office  in  India  and  the  London 
branch,  have  been  put  forward.  It  is  also  said  that 
the  present  system  has  promoted  the  development  of 
banking  to  the  degree  required  by  commerce  and 
industry,  and  independent  banks,  familiar  with  local 
requirements,  have  felt  the  pulse  of  local  needs  more 
accurately  than  the  branches  of  an  institution  with 
its  head  office  elsewhere.  Of  these  arguments  the 
only  one  of  importance  is  the  question  of  inter-pro- 
vincial jealousies  and  banking  rivalries,  and,  as  we 
have  noted  elsewhere,  this  aspect  is  at  the  present 
time  not  incapable  of  solution.  More  than  this  cannot 
at  present  be  said.  We  have,  too,  shown  how  the 
Americans  surmounted  this  difficulty  by  the  Federal 
Reserve  legislation  of  December  1913. 

In  a  previous  chapter  we  have  referred  to  the  Resolu- 
tion for  an  inquiry  into  banking  that  was  brought 
forward  in  the  Legislative  Council  in  Delhi  in  March 
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1919.  If — it  is  perhaps  in  the  opinion  of  some  a  large 
"  if  " — ^it  is  decided  ultimately  to  hold  an  inquiry, 
the  terms  of  reference  might  be  somewhat  on  the 
following  lines :  "to  inquire  into  the  changes  that 
are  necessary  or  desirable  in  the  banldng  system  of 
India  or  in  the  law  relating  to  banks  with  a  view 
to  the  improvement  of  banking  facilities  and  the 
encouragement  of  sound  banking  in  the  country  ;  to 
consider  especially  the  question  of  a  more  effective 
supervision  of  banking  by  the  establishment  of  a 
central  bank  or  otherwise  ;  and  to  make  recommenda- 
tions." It  would  be  necessary  to  undertake,  in  as 
thorough  and  scientific  a  manner  as  possible,  the 
investigation  of  banking  conditions  in  India,  and 
perhaps  also  in  the  United  States  (under  the  Federal 
Reserve  Act)  and  in  London.  The  examination  of 
expert  witnesses  woidd  be  necessary.  Papers  and 
monographs  would  have  to  be  prepared  by  expert 
authorities  in  one  or  two  instances,  and  statistical 
information  would  have  to  be  collected  by  Govern- 
ment from  the  banks.  If  a  Commission  were  ever 
appointed,  it  would  probably  be  the  strongest  that 
ever  set  foot  in  India,  since  men  of  light  and  leading 
in  the  banking  world,  such  as  the  late  Sir  Edward 
Holden  of  the  London  Joint  City  and  Midland  Bank, 
and  Senator  Robert  L.  Owen,  one  of  the  pillars 
of  American  financial  statesmanship,  would  be  in- 
dispensable. We  are  sometimes  apt  to  forget  that  it 
is  largely  by  a  sound  system  of  banking  that  a  country 
can  achieve  real  financial  independence  and  real 
financial  power. 
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1906-7     . 
1907-8     . 
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TABLE  4.— Peioes  in  India  expressed  in  Index  Numbers 

{Price  in  1873  =  100.) 

Year. 

Exported 
articlea  (28). 

Imported 
articlea  (11). 
(Unweighted.) 

General  Index 
number  for  all 
(39)  articles. 
(Unweighted.) 

Weighted  index 

number 

(100  articles) 

(Unweighted.) 

eguated  to 
100  for  1873. 

1861  .   .   . 

88 

95 

90 

93 

1862  . 

88 

95 

90 

93 

1863 

93 

118 

98 

97 

1864  . 

103 

132 

111 

105 

1865  . 

100 

125 

107 

109 

1866  . 

110 

126 

115 

124 

1867  .   .   . 

102 

124 

108 

118 

1868  . 

94 

107 

98 

107 

1869  . 

108 

97 

105 

118 

1870  . 

105 

95 

102 

107 

1871  . 

95 

88 

93 

93 

1872  . 

101 

91 

98 

98 

1873  . 

100 

100 

100 

100 

1874 

102 

99 

101 

108 

1875 

95 

90 

94 

96 

1876  . 

90 

91 

90 

100 

1877  .   .   . 

110 

88 

104 

129 

1878 

114 

84 

106 

133 

1879  . 

112 

83 

104 

126 

1880  . 

110 

88 

104 

109 

1881 

99 

88 

96 

99 

1882  . 

95 

85 

92 

98 

1883 

93 

79 

89 

99 

1884 

96 

78 

91 

107 

1885  . 

91 

75 

87 

106 

1886  . 

93 

80 

89 

103 

1887 

94 

83 

91 

104 

1888  . 

98 

92 

96 

111 

1889  . 

104 

91 

101 

117 

1890 

104 

91 

100 

117 

1891  .   . 

103 

84 

98 

120 

1892  . 

109 

84 

102 

132 

1893  . 

112 

89 

106 

129 

1894  . 

110 

84 

102 

122 

1895 

111 

87 

104 

120 

1896  . 

117 

94 

110 

131 

1897  . 

124 

86 

113 

153 

1898  . 

102 

80 

96 

125 

1899 

100 

87 

96 

121 

1900  .   . 

124 

96 

116 

143 

1901 

116 

96 

110 

139 

1902  . 

113 

86 

106 

128 

1903  .   . 

103 

88 

99, 

122 

1904  .   . 

104 

93 

101 

121 

1905  .   . 

116 

96 

110 

135 

1906  . 

139 

105 

129 

158 

1907  . 

145 

116 

137 

167 

1908  . 

151 

106 

138 

179 

1909  . 

133 

99 

124 

160 

1910  . 

127 

109 

122 

150 

1911  . 

136 

113 

129 

155 

1912 

145 

117 

137 

174 

1913  . 

154 

117 

143 

182 

1914 

160 

114 

147 

187 

1915  . 

155 

146 

152 

182 

1916  . 

163 

236 

184 

185 

1917 

170 

262 

196 

186 

1918  . 

199 

289 

225 

215 
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TABLE  5 

Prices — Gold  Peices  in  India  and  Foreign  Countries 

Gold  prices  in  India  and  foreign  countries  from  1890  to  1918,  as  compared 
with  the  level  of  prices  prevailing  in  each  country  in  the  quinquennial 
period  1890-1894. 


Year. 

India. 

United 
Kingdom. 

Canada. 

United 
States. 

Aus- 
tralia. 

Department  of  Statistics. 

Econo- 
mist. 

Sauer- 
beck, 
now 

Statist. 

Depart- 
ment of 
Labour. 

Dun. 

Gibson. 

Bureau 

of 
Census 
and  Sta- 
tistics. 

Unweighted. 

Whted 

1890-4 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

39 

11 

28 

7 

100 

44 

45 

272 

200 

22 

92 

articles. 

articles. 

articles. 

articles. 

articles. 

articles 

articles. 

articles. 

articles. 

articles. 

articles. 

General 

Im- 
ported. 

Ex- 
ported. 

rood- 
grains. 

110 

104 

105 

106 

98 

95 

117 

1890 

116 

123 

113 

109 

1891 

105 

105 

104 

115 

105 

103 

105 

104 

107 

111 

104 

1892 

98 

94 

98 

110 

103 

99 

99 

99 

98 

99 

102 

1893 

98 

97 

98 

93 

98 

98 

99 

98 

103 

100 

94 

1894 

85 

82 

86 

74 

84 

96 

92 

93 

94 

95 

83 

1895 

91 

89 

91 

81 

85 

89 

90 

92 

88 

92 

84 

1896 

101 

102 

102 

111 

98 

92 

89 

89 

85 

74 

102 

1897 

110 

99 

114 

160 

123 

91 

90 

88 

82 

76 

102 

1898 

98 

96 

98 

110 

104 

91 

93 

92 

87 

84 

99 

1899 

99 

105 

96 

110 

101 

95 

99 

96 

88 

91 

89 

1900 

118 

114 

119 

153 

119 

112 

109 

104 

93 

97 

99 

1901 

111 

115 

111 

125 

116 

108 

102 

103 

104 

97 

108 

1902 

108 

103 

108 

113 

106 

100 

101 

105 

111 

117 

116 

1903 

102 

106 

99 

100 

103 

102 

101 

106 

109 

107 

116 

1904 

104 

112 

100 

93 

100 

104 

102 

107 

109 

105 

98 

1905 

112 

115 

112 

117 

112 

106 

105 

109 

109 

103 

101 

1906 

132 

127 

134 

143 

132 

111 

112 

115 

114 

109 

105 

1907 

140 

139 

140 

144 

140 

117 

117 

121 

117 

111 

113 

1908 

140 

127 

144 

183 

149 

114 

106 

116 

124 

118 

123 

1909 

126 

119 

128 

155 

134 

106 

108 

116 

122 

129 

110 

1910 

124 

131 

122 

134 

125 

116 

114 

119 

135 

129 

111 

1911 

132 

136 

131 

129 

130 

116 

117 

122 

126 

124 

111 

1912 

140 

140 

140 

151 

145 

120 

124 

129 

135 

137 

130 

1913 

146 

140 

148 

159 

152 

128 

124 

130 

132 

127 

120 

1914 

150 

136 

154 

177 

156 

122 

124 

131 

136 

133 

127 

1915 

156 

176 

150 

174 

153 

130 

157 

143 

135 

140 

178 

1916 

189 

285 

157 

162 

155 

168 

198 

174 

150 

164 

167 

1917 

206 

323 

168 

166 

160 

228 

255 

227 

185 

242 

184 

1918 

251 

378 

210 

236 

196 

269 

281 

267 

242 

268 

213 

Note. — To  convert  an  mdex  number  of  silver  prices  to  an  index  number  of  gold  prices,  the  index 
number  of  silver  prices  for  any  year  is  multiplied  by  the  rate  of  exchange  tor  that  year,  and  divided  by 
the  rate  of  exchange  in  the  basic  period.  To  convert,  for  example,  the  index  number  of  silver  prices 
for  the- year  1900,  which  was  116,  to  a  gold  basis  with  1873  as  the  standard  period  (1873=100),  116  is 
multiplied  by  15-973,  the  rate  of  exchange  of  the  year,  and  divided  by  22-351,  the  rate  of  exchange 
of  the  standard  period,  i.e.  the  gold  prices  index  number  is  83. 

In  the  above  table  the  index  number  of  silver  prices  in  1900,  for  example,  has  been  converted  to  a 
gold  basis  with  1890-94  as  100  or  the  standard  period.  It  was  necessary  firstly  to  reduce  the  index 
numbers  of  silver  prices  on  the  basis  of  1873  to  the  basic  period  1890-94,  i.e.  116  multiplied  by  100 
and  divided  by  101-4,  the  average  of  the  five  years'  index  numbers  1890-94.  This  is  114,  and  114  is 
then  multiplied  by  16-973,  the  average  rate  of  exchange  In  1900,  and  divided  by  15-4904,  the  average 
rate  of  exchange  in  1890-94,  i.e.  the  index  number  is  118. 


TABLES 


449 


TABLE  6. — Gold — Estimated  Woeld's  Prodttotion  of  Gold 
AND  Silver  since  1831 


Gold. 

Silver. 

Annual 

Estimated 

Calendar  year. 

average. 

value  of 

Fine 
ounces. 

Value. 

Fine 
ounces. 

price  ot 
bar  silver 
per  ounce 
•  standard 
in  London. 
f 

silver 

produced  at 

price  stated 

in  previous 

column. 

Fine  oz. 

£ 

Fine  oz. 

£ 

(millions). 

(millions). 

(millions). 

d. 

(milUons). 

Up  to  1830    . 

129 

547 

4,374 

1,178 

1831-40  . 

7 

28 

192 

59M 

51 

1841-50 

18 

75 

251 

59A 

67 

1851-55 

32 

136 

142 

61A 

39 

1856-60 

32 
6 

138 
25 

145 
35 

611 
60if 

40 
10 

1861 

1862 

6 

25 

35 

61A 

10 

1863 

6 

25 

35 

61f 

10 

1864 

6 

25 

35 

61i 

10 

1865 

6 

25 

35 

eiA 

10 

1866 

6 

'  27 

43 

61J 

12 

1867 

6 

27 

43 

60A 

12 

1868 

6-, 

27 

43 

m 

12 

1869 

6 

27 

43 

60A 

12 

1870 

. 

6 

27 

43 

60A 

12 

1871 

6 

24 

63 

60i 

17 

1872 

6 

24 

63 

60A 

17 

1873 

5 

20 

63 

59i 

17 

1874 

4 

19 

55 

58A 

15 

1875 

5 

20 

62 

5^ 

16 

1876 

5 

21 

68 

52} 

16 

1877 

6 

23 

63 

54« 

15 

1878 

6 

24 

73 

52A 

17 

1879 

5 

22 

74 

51J 

17 

1880 

5 

22 

75 

52i 

18 

1881 

5 

21 

79 

51« 

18 

1882 

5 

21 

86 

51f 

20 

1883 

5 

20 

89 

50A 

20 

1884 

5 

21 

82 

50f 

■      19 

1885 

5 

22 

92 

481 

20 

1886 

5 

22 

93 

45f 

19 

Carry  i 

orwa 

ird   . 

361 

1,530 

6,674 

1,766 

2g 
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TABLE  6  {continued). — GtOLd— 7Eg5nMATED  World's  Peoduction 
OP  Gold  and  Silver  since  1831 


Gold. 

Silver. 

AuTiual 

Estimated 

Calendar  year. 

average 

value  of 

Fine 
ounces. 

Value. 

Fine 
ounces. 

price  of 

bar  silver 

per  ounce 

standard 

in  London. 

silver 

produced  at 

price  stated 

in  previous 

column. 

Fine  oz. 

£ 

Fine  oz. 

d. 

£ 

' 

(millions) 

(millions) 

(millions). 

(millions). 

Brought  forward 

361 

1,530 

6,674 

,    , 

1,766 

1887        .       .       . 

5 

22 

96 

44f 

19 

1888 

5 

23 

109 

42J 

21 

1889 

6 

25 

120 

42H 

23 

1890 

6 

24 

126 

47H- 

27 

1891 

6 

27 

137 

45A 

28 

1892 

7 

30 

153 

39H 

27 

1893 

8 

32 

165 

35f 

27 

1894 

9 

37 

165. 

28« 

21 

1895 

10 

41 

168 

29| 

23 

1896 

10 

42 

157 

30i 

22 

1897 

11 

49 

160 

27A 

20 

1898 

14 

59 

169 

26« 

21 

1899 

15 

63 

168 

27A 

21 

1900 

12 

52 

174 

28i 

22 

1901 

13 

54 

173 

27A 

21 

1902 

14 

61 

163 

24t^ 

18 

1903 

16 

67 

168 

241 

19 

1904 

17 

71 

164 

26f 

20 

1905 

18 

78 

172 

27« 

22 

1906 

19 

83 

165 

30J 

23 

1907 

20 

85 

184 

30A 

25 

1908 

21 

91 

203 

24f 

22 

1909 

22 

93 

212 

23« 

23 

1910 

22 

94 

222 

24f 

25 

1911 

22 

95 

226 

24a' 

25 

1912 

23 

96 

224  , 

283V  . 

28 

1913 

22 

93 

224 

27A 

28 

1914 

21 

90 

161 

25A 

18 

1915 

23 

97 

180 

23H 

19 

1916 

22 

93 

161 

31A 

23 

1917 

20 

87 

164 

40J 

30 

1918 

' 

18 

78 

180 

47A 

39 

Tot! 

il    . 

838 

3,562 

12,087 

•• 

2,516 
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TABLE  7.— Pboduction  of  Gold  and  Silveb  in  certain 

CHIEF   PB0DT7CING   CoUNTEIBS 

(a)  Production  of  Gold. 


Countries. 

1913 
(pre-war  year). 

1917. 

Production. 

Value. 

Production. 

Value. 

South     Africa     (mainly 

Transvsial) 
United  States  of  America 
Australia     .       .       .       . 

Western  Australia     . 

Victoria 

Queensland. 

New  South  Wales      . 

Tasmania    . 

South  Australia 

Northern  Territory    . 

Russia 

Canada        .       .       .       . 
India  (including  Burma)  . 
Mexico         .        .        .        . 
Colombia    .       .       .        . 
New  Zealand 
Japan  (includingFormosa 

China 

Brazil 

Austria-Hungary 
Other  countries  . 

Total         .       .       . 

Fineoz. 
(thousands). 

9,489 
4,300 
2,207 

£ 
(thousands). 

40,305 

18,264 

9,374 

Fine  oz. 
(thousands). 

9,856 

4,051 

1,450 

£ 
(thousands). 

41,867 

17,209 

6,160 

1,314 

435 

266 

150 

33 

6 

3 

5,582 

1,847 

1,129 

636 

142 

27 

11 

974 

199 

175 

82 

14 

5 

1 

4,137 

847 

745 

349 

59 

21 

2 

1,074 
803 
540 
909 
193 
344 
211 
177 
87 
103 

1,345 

4,562 

3,411 

2,292 

3,861 

820 

1,459 

897 

752 

367 

438 

5,721 

871 
735 
523 
435 
300 
280 
271 
174 
143 
48 
1,354 

3,699 

3,123 

2,222 

1,849 

1,274 

1,189 

1,150 

740 

608 

205 

5,746 

21,782 

92,523 

20,491 

87,(?41 

(6)  Production  of  Silver. 


Countries. 


1913 
(pre-war  year.) 


Production. 


Value. 


1917. 


Production. 


Value. 


United  States  of  America 

Mexico 

Canada 

Pern    .... 

Japan  .... 

Spain  .... 

Bolivia  and  Chile 

New  South  Wales 

India  (including  Burma) 

Other  countries  . 

Total     . 


Fine  oz. 
(thousands). 

66,801 

70,704 

31,525 

8,352 

4,650 

4,232 

4,050 

14,164 

116 

19,314 


(thousands). 

8,294 

8,778 

3,914 

1,037 

577 

525 

503 

1,759 

15 

2,397 


Fine  oz. 
(thousands). 

71,740 

31,214 

22,151 

11,000 

6,845 

4,500 

4,107 

2,800 

1,463 

8,173 


(thousands). 

13,209 

5,747 

4,078 

2,025 

1,260 

829 

756 

516 

237 

1,538 


223,908 


27,799 


163,993 


30,195 
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TABLE  8. — Gold — Imports,  Exports,  and  Net  Imports  of  Gold 
(on  Private  and  Government  Account) 


Year. 

Gold. 

Imports. 

Exports. 

Net  Imports. 

E. 

£ 

-a.!' 

£ 

E. 

£ 

(lakhs). 

(milliODS) 

(lakhs). 

(millions) 

(lakhs). 

(millions). 

1835-36   .        . 

33 

•3 

; 

33 

•3 

1836-37   . 

42 

•4 

42 

•4 

1837-38   .       . 

46 

•44 

3 

•03 

43 

•41 

1838-39  .       . 

27 

•3 

1 

26 

•3 

1839-40  . 

23 

•2 

23 

•2 

1840-41   .       . 

14 

•1 

14 

•1 

1841-42   .       . 

17 

•2 

17 

•2 

1842^3   . 

21 

■2 

21 

•2 

1843-44  .       . 

41 

•4 

41 

■4 

1844-45   . 

72 

•6 

1 

71 

•6 

1845-46  .       . 

65 

•6 

1 

54 

■6 

1846-47    .        . 

85 

■8 

85 

■8 

1847-48    . 

1,05 

■96 

1 

1,04 

■96 

1848-49   .       . 

1,40 

1-23 

5 

•05 

1,35 

M8 

1849-60  .       . 

1,16 

109 

4 

•04 

1,12 

1^05 

1850-51   . 

1,15 

M6 

1,15 

116 

1851-52   . 

1,34 

1-35 

7 

■07 

1,27 

128 

1852-53   .       . 

1,34 

1-33 

17 

•17 

1,17 

116 

1853-54   ;       . 

1,08 

108 

2 

■02 

1,06 

106 

1864-55  . 

88 

•86 

15 

•16 

73 

■70  " 

1855-56   .       . 

2,51 

2^52 

2,51 

2^52 

1856-57   .        . 

2,18 

2-28 

9 

■09 

2,09 

219 

1857-68    . 

2,83 

2^90 

6 

■06 

2,78 

2^85 

1858-59   .        . 

4,44 

4-56 

1 

■01 

4,43 

456 

1859-60  .       . 

4,29. 

4^40 

1 

•01 

4,28 

4-39 

1860-61   . 

4,24 

435 

1 

•01 

4,23 

434 

1861-62   .       . 

5,19 

6^16 

1 

■01 

6,18 

515 

1862-63   .       . 

6,88 

6-84 

3 

•03 

6,86 

6;81 

1863-64  . 

8,93 

8-88 

3 

•03 

8,90 

8-85 

1864-65  . 

9,88 

9-83 

4 

■04 

9,84 

9-79 

1865-66   .        . 

6,37 

6^30 

65 

•64 

5,72 

666 

1866-67  .       . 

4,58 

4^39 

74 

•71 

3,84 

368 

1867-68   . 

4,78 

4-60 

17 

•16 

4,61 

444 

1868-69  .       . 

5,18 

4-99 

2 

•02 

5,16 

4^97 

1869-70  .       . 

6,69 

6^51 

10 

•10 

5,59 

6^41 

1870-71   . 

2,79 

2-60 

60 

■47 

2,29 

2-13 

1871-72   .       . 

3,57 

3-44 

1 

■01 

3,66 

343 

1872-73   .       . 

2,62 

2^48 

8 

•07 

2,54 

2-41 

1873-74 

1,66 

b54 

27 

•25 

1,38 

1.29 

1874-76  .       . 

2,09 

193 

22 

•20 

1,87 

1^73 

1875-76  .       . 

1,84 

166 

29 

•26 

1,55 

1^40      • 

1876-77   . 

1,44 

1-23 

1,23 

105 

21 

■18 

NOTB. — To  convert  rupees  into  £  sterling  the  average  rate  of  exchange  (or  each 
year  prior  to  1899-1900  has  been  taken. 
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TABLE  8  (continued). — Gold — Impobts,  Exports,  and, Net  Impoets 
or  Gold  (on  Private  and  Government  Accotjnt) 


Year. 

Gold. 

Imports. 

Exports. 

Net  Imports. 

R. 

£ 

a. 

£ 

E. 

£ 

(laklis). 

(millions). 

(lakhs). 

(millions) 

(lakhs). 

(millions). 

1877-78   .        . 

1,58 

1-37 

1,11 

•96 

47 

•41 

1878-79   . 

1,46 

1-20 

2,36 

1-94 

-90* 

-•74* 

1879-80   .       . 

2,05 

1-70 

30 

•25 

1,75 

1-45 

1880-81   . 

3,67 

306 

2 

■02 

3,65 

3^03 

1881-82  .       . 

4,86 

403 

1 

■01 

4,85 

4^02 

1882-83   . 

5,10 

4-15 

17 

•14 

4,93 

4-01 

1883-84  . 

5,47 

4-45 

1 

■01 

5,46 

4-44 

1884-85   .        . 

4,78 

3-85 

11 

•09 

4,67 

3-76 

1885-86   .        . 

3,09 

2-35 

33 

•25 

2,76 

2^10 

1886-87   . 

2,83 

205 

65 

•47 

2,18 

1^58 

L887-88   . 

3,24 

2-28 

25 

•18 

2,99 

2^10 

1888-89   . 

3,12 

2-13 

31 

•21 

2,81 

192 

1889-90   .       . 

5,07 

3-50 

46 

•32 

4,61 

318 

1890-91   .       . 

6,50 

4-90 

86 

•65 

5,64 

4^25 

1891-92   .       . 

4,12 

2-87  ' 

1,71 

119 

2,41 

1-68 

1892-93   . 

1,78 

Ml 

4,59 

2^86 

-  2,81  * 

- 1^75  * 

1893-94  . 

3,15 

1-91 

2,51 

1^52 

64 

•39 

1894-95  .       . 

1,76 

10 

6,73 

37 

-  4,97  * 

-2^7* 

1895-96   .        . 

5,03 

2-9 

2,50 

14 

2,53 

15 

1896-97   .       . 

4,49 

2-7 

2,20 

1-3 

2,29 

1^4 

1897-98   . 

7,28 

4-7 

2,37 

15 

4,91 

32 

1898-99   . 

8,84 

5-9 

2,34 

16 

6,50 

43 

1899-1900       . 

11,45 

7-6 

2,01 

13 

9,44 

63 

1900-01   .       . 

11,90 

7-9 

11,06 

7^4 

84 

•5 

1901-02   .        . 

8,31 

5-5 

6,37 

4-2 

1,94 

1-3 

1902-03   . 

13,19 

8-8 

4,43 

30 

8,76 

5-8 

1903-04  . 

20,15 

13-4 

10,22 

6-8 

9,93 

66 

1904r-05  . 

21,81 

14-5 

12,11 

80 

970 

6^5 

1905-06  .       . 

14,75 

9-8 

14,29 

95 

46 

■3 

1906-07   .       . 

18,53 

12-3 

3,68 

2^4 

14,85 

99 

1907-08  . 

20,75 

13-8 

3,38 

2^2 

17,37 

116 

1908-09  .       . 

8,40 

5-6 

4,05 

2-7 

4,35 

29 

1909-10  .       . 

25,03 

16-7 

3,35 

2^2 

21,68 

145 

1910-11   .       . 

27,89 

18-6 

3,91 

26 

23,98 

160 

1911-12   . 

41,49 

27-6 

3,73 

2-5 

37,76 

25^1 

1912-13   . 

41,29 

27-5 

7,29 

49 

34,00 

22^6 

1913-14  .       . 

28,23 

18-8 

4,90 

32 

23,33 

156 

1914-15   .       . 

10,70 

7-1 

3,06 

2^0 

7,64 

51 

1915-16  .       . 

5,28 

3-5 

6,39 

4^2 

-1,11* 

-  -7-* 

1916-17   . 

13,34 

8-89 

10 

•07 

13,24 

8^82 

1917-18   . 

29,10 

19-4 

3,92 

26 

25,18 

16-8 

1918-19  .       . 

2,28 

1-5 

7,84 

5^2 

-  5,56  * 

-3^7* 

*  Net  exports,  the  exports  being  larger  than  the  imports. 
Note. — To  convert  rupees  into  £  sterling  the  average  rate  of  exchange  for  each 
year  prior  to  1899-1900  has  been  taken. 
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TABLE  10. — Net  Absorption  of  (1)  British  Gold  Com  and  (2) 

EUPEBS     (INCLUDING    HALF-RUPBES)    IN    INDIA    FROM    1899-1900 

TO  1918-19 


Year  ended  March  31. 

Met  absorption 
ol  gold  coin.* 

.   Net  absorption 
of  rupees  and 
half-rupees. 

£ 

R. 

(thousands). 

(lakhs). 

1900    .... 

2,700 

13,93 

1901     . 

2,049 

8-62 

1902     . 

977 

-68 

1903     . 

2,152 

2 

1904    . 

3,283 

10,97 

1905     . 

2,943 

7,43 

1906     . 

3,797 

14,50 

1907     . 

5,135 

18,00 

1908     . 

7,385 

3,92 

1909    . 

3,432 

-  U^8 

1910    . 

2,874 

13,22 

1911     . 

8,103 

3,34 

1912    . 

8,884 

11,54 

1913    . 

11,101 

10,49 

1914    . 

12,074 

5,32 

1915     . 

5,623 

-6,70 

1916    . 

192 

10,40 

1917     . 

2,117 

33,81 

1918    . 

9,506 

27,86 

1919    . 

3,475 

45,02 

•  Includes  figures  of  direct  absorption,  i.e.  the  imports  other  than  those  tendered 
by  Government. 
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TABLE  11. — Silver — Imports,  Exports,  and  Net  Imports  op 
Silver  (on  Private  and  Government  Account). 


Year. 

saver.                                                ' 

Imports. 

Exports. 

Net  Imports. 

R. 

£ 

B. 

£ 

E. 

*    1 

(lakhs). 

(miUions). 

(lakhs). 

(milUons). 

(lakhs). 

(million^. 

1835-36     .       . 

1,83 

1-7 

22 

•2 

1,61 

1-5 

1836-37     .       . 

1,65 

1-6 

31 

■3 

1,34 

1-3 

1837-38     .       . 

2,22 

2-1 

25 

•2 

1,97 

1-9 

1838-39     .        . 

2,85 

2-8 

21 

■2 

2,64 

2-6 

1839-40     . 

1,94 

1-9 

29 

•3 

1,65 

1-6 

1840-41     .        . 

1,71 

1-7 

31 

•3 

1,40 

14 ; 

1841^2     .       . 

1,68 

1-6 

40 

4 

1,28 

1-2  i 

1842-43     . 

3,23 

3-2 

28 

•3 

2,95 

2-9 

1843-44     .        . 

4,74 

4-5 

1,05 

1-0 

3,69 

3-5  1 

1844-45     . 

3,18 

2-9 

1,19 

11 

1,99 

1-8 

1845-46     . 

1,96 

1-8 

1,03 

1-0 

93 

■8 

1846-47      .        . 

2,09 

2-0 

71 

•7 

1,38 

1-3 

1847-48     .       . 

92 

•8 

1,41 

1-3 

-49* 

-•5* 

1848-49     . 

2,80 

2-6 

2,48 

2-2 

32 

•3 

1849-50     .       . 

2,23 

2-1 

96 

•9 

1,27 

1-2 

1850-61     .        . 

2,J66 

2-7 

54 

■6 

2,12 

21 

1851-52      . 

3,71 

3-7 

85 

•8 

2,86 

2-9 

1852-53     .     ,. 

5,49 

5-5 

89 

■9 

4,g0 

4-6 

1853-54     .        . 

3,77 

3-8 

1,46 

1-5 

2,31 

2-3 

1854-55      . 

1,14 

1-0 

1,11 

1-0 

3 

1855-56     .       . 

8,79 

8-8 

60 

■6 

8,19 

8-2 

1856-57      .        . 

12,24 

12-8 

1,16 

1-2 

11,08   . 

11-6 

1857-58      .        . 

12,99 

13-3 

77 

•8 

12,22 

12-5 

1858-59      .        . 

8,38 

8-6 

65 

■7' 

7,73 

7-9 

1859-60     .       . 

12,07 

124 

92 

10 

11,15 

114 

1860-61     . 

6,43 

6-6 

1,10 

11 

5,33 

5-5 

1861-62     .        . 

9,76 

9-7 

67 

•7 

9,09 

9.0 

1862-63     .       . 

13,63 

13-6 

1,08 

11 

12,55 

12-5 

1863-64     . 

14,04 

13-9 

1,24 

1-2 

12,80 

12-7 

1864r-65     .        . 

11,49 

11-4 

1,41 

14 

10,08 

100 

1865-66     .       . 

20,18 

200 

1,51 

1-5 

18,67 

18-5 

1866-67     .        . 

8,65 

8-3 

1,69 

1-6 

6,96 

6-7 

1867-68     . 

7,00 

6-7 

1,41 

1-3 

5,59 

54 

1868-69     .        . 

9,98 

9-6 

1,38 

1-3 

8,60 

8-3 

1869-70     .       . 

8,26 

80 

94 

•9 

7,32 

7-1 

1870-71     .       . 

2,66 

2-5 

1,72 

1-6 

94 

■9 

1871-72     . 

8,01 

7-7 

1,49 

14 

6,52 

6-3 

1872-73     .       . 

1,93 

1-9 

1,22 

1-2 

71 

•7 

1873-74     .       . 

4,14 

3-8 

1,65 

1-5 

2,49 

2-3 

1874-75     . 

6,05 

5'6 

1,41 

1-3 

4,64 

4-3 

1875-76     .       . 

3,46 

31 

1,91 

1-7 

1,55 

14 

1876-77     . 

9,99 

8-5 

2,79 

24 

7,20 

61 

*  Net  exports,  the  exports  being  larger  than  the  imports. 
Note. — Xo  convert  rupees  into  £  sterling  the  average  rate  ol  exchange  for  each 
year  prior  to  1899-1900  has  been  taken. 
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TABLE  11  (eontinmd).—STLVBB, — Imports,  Exports,  and  Net 
Import^  of  Silver  (on  Private  and  Government  Account) 


Year. 

SUver. 

Imports. 

Exports. 

Net  Imports. 

E. 

£ 

E. 

£ 

E. 

£ 

(lakhs). 

(millions). 

(lakliB). 

(millions)_ 

(lakhs). 

(minions). 

1877-78     .        . 

15,78 

13-7 

1,10 

10 

14,68 

12-7 

1878-79     .        . 

5,69 

4'6 

1,62 

1-3 

3,97 

3-3 

1879-80     . 

9,60 

7-9 

1,73 

1-4 

7,87 

6-5 

1880-81      . 

5,31 

4-4 

1,42 

1-2 

3,89 

3-2 

1881-82     .       . 

6,47 

5-4 

1,09 

•9 

5,38 

4-5 

188^83     .        . 

8,36 

6-8 

38 

■7 

7,48 

61 

1883-84     .        . 

7,41 

60 

1,00 

•8 

6,41 

5-2 

1884-85     . 

9,11 

7-3 

1,86 

1-5 

7,25 

5-8 

1885-86     . 

12,39 

9-4 

78 

•6 

11,61 

8-8 

1886-87      .        . 

8,22 

6-0 

1,06 

•8 

7,16 

5-2 

1887-88     .        . 

10,59 

7-5 

1,36 

10 

9,23 

6-5 

1888-89     .        . 

10,73 

7-3 

1,48 

10 

9,25 

6-3 

1889-90     . 

12,39 

8-6 

1,45 

10 

10,94 

7-6 

1890-91     . 

15,43 

11-6 

1,26 

■9 

14,17 

10-7 

1891-92     .       . 

10,60 

7-4 

1,58 

11 

9,02 

6-3 

1892-93     .       . 

15,23 

9-5 

2,37 

1-5 

12,86 

80 

1893-94     .       . 

15,31 

9-3 

1,59 

10 

13,72 

8-3 

1894-95     . 

7,82 

4-2 

■     1,49 

•8 

6,33 

3'4 

1895-96     . 

8,34 

4-7 

1,76 

10 

6,58 

3-7 

1896-97     . 

8,59 

5-2 

2,74 

1-7 

5,85 

3-5 

1897-98     .       . 

13,25 

8-5 

4,78 

31 

8,47 

5-4 

1898-99     .        . 

9,05 

60 

5,07 

3-4 

3,98 

2-6 

1899-1900 .       . 

9,53 

6-4 

5,95 

4-0 

3,58 

2-4 

1900-01     . 

12,68 

8-4 

3,17 

2-1 

9,51 

6-3 

1901-02     . 

12,29 

8-2 

5,10 

3-4 

7,19 

4-8 

1902-03     .       . 

12,19 

8-1 

5,23 

3-5 

6,96 

4-6 

1903-04     ;       . 

18,38 

12-2 

4,73 

31 

13,65 

9-1 

1904^5     .        . 

17,70 

11-8 

4,34 

2-9 

13,36 

8-9 

1905-06     .       . 

16,90 

11-3 

1,18 

■8 

15,72 

10-5 

1906-07     . 

26,04 

17-4 

2,04 

1-4 

24,00 

160 

1907-08     .       . 

21,53 

14-4 

2,06 

1-4 

19,47 

130 

1908-09     .       . 

14,34 

9-5 

2,27 

1-5 

12,07 

8-0 

1909-10     .       . 

12,49 

8-3 

3,05 

2-0 

9,44 

6-3 

1910-11     .       . 

11,88 

7-9 

3,21 

2-1 

8,67 

5-8 

1911-12     . 

11,98 

80 

6,64 

4-4 

5,34 

3-6 

1912-13     . 

20,54 

13-7 

3,34 

2-2 

17,20 

11-5 

1913-14     .       . 

15,21 

101 

2,18 

1-4 

13,03 

8-7 

1914-15     .       . 

11,10 

7-4 

2,23 

1-5 

8,87 

5-9 

1915-16     . 

6,66 

4-4 

1,83 

1-2 

4,83 

3-2 

1916-17     . 

25,11 

16-7 

6,31 

4-2 

18,80 

12-5 

1917-18     .       . 

26,67 

151 

3,63 

2-4 

19,04 

12-7 

1918-19     .       . 

69,09 

461 

1,17 

■8 

67,92 

46-3 

Note. — ^To  convert  rupees  into  £  sterling  the  average  rate  of  exchange  for  each 
year  prior  to  1899-1900  has  been  taken. 
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TABLE  12.— SiLVEE— Imports  and  Price  op  Silver  and  the 
Average  Rate  of  Exchange 


Year 

ended 

March  31. 

Net 

imports 

of  silver 

into 

India. 

Average 

price  of 

silver 

per  oz. 

Average 

rate  of 

exchange 

per  rupee. 

Year 

ended 

March  31. 

Net 
imports 
of  silver 

into 
India. 

Average 

price  of 

silver 

per  oz. 

Average 

rate  of 

exchange 

per  rupee. 

Oz.  (thou- 

Oz. (thou- 

sands). 

d. 

d. 

sands). 

d. 

d. 

1872. 

22,852 

GOi 

23125 

1896  . 

27,018 

29J 

13-638 

1873. 

i,506 

60A 

22-750 

1897  . 

25,929 

30i 

14-450 

1874. 

8,747 

59i 

22-351 

1898  . 

44,285 

27A 

15-402 

1875. 

16,270 

58A 

22-221 

1899  . 

23,165 

26« 

15-978 

1876. 

5,451 

56i 

21-645 

1900  . 

18,646 

27A 

16-067 

1877  . 

25,230 

52f 

20-491 

1901  . 

49,435 

28i 

15-973 

1878. 

51,436 

54H 

20-790 

1902  . 

39,005 

27A 

15-987 

1879  . 

13,916 

52A 

19-761 

1903  . 

42,274 

24A 

16-002 

1880. 

27,581 

51i 

19-961 

1904  . 

79,182 

24i 

16-049 

1881  . 

13,642  - 

52i 

19-956 

1905  . 

74,349 

26f 

16-045 

1882. 

,18,852 

51H 

19-895 

1906  . 

84,318 

27*1 

16-042 

1883. 

26,216 

511 

19-525 

1907  . 

118,199 

30J 

16-084 

1884. 

22,448 

50A 

19-536 

1908  . 

97,915 

30A 

16-029 

1885. 

25,394 

50f 

19-308 

1909  . 

73,740 

241 

15-964 

1886. 

40,678 

48| 

18-254 

1910  . 

61,015 

23H 

16-041 

1887  . 

25,079 

45| 

17.441 

1911  . 

54,876 

24f 

16060 

1888. 

32,783 

441 

16-899 

1912  . 

32,229 

24A 

16-083 

1889. 

32,436 

42J 

16-379 

1913  . 

91,077 

28A 

16-058 

1890. 

38,644 

42«' 

16-566 

1914  . 

71,107 

27A 

16-070 

1891  . 

61,529 

47H 

18-089 

1915  . 

55,766 

25A 

16-004 

1892. 

32,348 

45xV 

16-733 

1916  . 

32,932 

23H 

16-087 

1893. 

45,524 

39H 

14-984 

1917  . 

92,194 

31A 

16-148 

1894. 

54,329 

35A 

14-546 

1918  . 

74,531 

m 

16-532 

1895. 

27,040 

28H 

13-100 

1919  . 

237,029 

47A 

17-544 

Note. — Figures  relating  to  the  average  price  of  silver  per  oz.  refer  to  calendar 
year,  and  the  calendar  year  1918,  for  example,  corresponds  more  nearly  to  the  fiscal 
year  ending  March  31, 1919,  than  to  that  ending  March  31, 1918. 
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TABLE  13.— The  Silver  Content  of  the  Rupee 


Price  of  silver  per  standard  oz.  in  London  with  the  equivalent  gold 
price  of  the  silver  in  the  rupee.  The  rupee  contains  165  grains  of  fine 
silver.     The  rupee  itself  weighs  180  grains  and  is  ^-Jths  fine. 


Price  in 
London  per 
standard  oz. 

The  equivalent 
metallic  value 
.of  165  grains. 

Price  in 
London  per 
standard  oz. 

The  equivalent 
metallic  value 
of  165  grains. 

d. 

d. 

d. 

d. 

20 

7-432 

43 

15-979 

21 

7-804 

44 

16-351 

22 

8-176 

45 

16-723 

23 

8-547 

46 

17-094 

24 

8-918 

47 

17-466 

25 

9-291 

48 

17-838 

26 

9-662 

49 

18-209 

27 

10-034 

50 

18-581 

28 

10-046 

51 

18-952 

29 

10-777 

52 

19-324 

30 

11-149 

53 

19-696 

31 

U-620 

54 

20-067 

32 

11-892  ' 

55 

20-439 

33 

12-263 

56 

20-811 

34 

12-635 

57 

21-182 

35 

13-007 

58 

21-554 

36 

13"378 

59 

21-925 

37 

13-750 

60 

22-297 

38 

14-121 

61 

22-671 

39 

14-493 

62 

23-041 

40 

14-865 

63 

23-412 

41 

15-236 

64 

23-782 

42 

15-608 

65 

24-156 

Note. — This  table  contains  only  the  equivalent  value  in  sterling  of  the  silver 
content  of  the  rupee  excluding  freight,  insurance,  and  other  charges. 
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TABLE  14.— Rupee  Codstagb  (inoltjding  small  Silver  Piboes) 

IN  India 
(In  lakhs  of  rupees.) 


Tear  ended  March  81. 

New 
coinage. 

Ee-coinage. 

Net 
coinage. 

Total 

coinage 

per  capita. 

i 

E.    k.    V. 

1836-1845  (average)     . 

3,60 

1,24 

2,36 

* 

184&-1855 

3,25 

68 

2,57 

* 

1856-1865 

9,09 

49 

8,60 

* 

1866-1875 

5,13 

7 

5,06 

* 

■  1876-1885 

6,49 

'    26 

6,24 

0    4     1 

1886-1895 

7,79 

26 

7,53 

0    4    4 

1892        .... 

5,55 

19 

5,36 

0    3     1 

1893 

12,69 

18 

12,51 

0    7     1 

1894 

1 

4,81 

20 

4,61 

0    2    8 

1895 

9 

6 

3 

0    0     1 

1896 

29 

29 

0    0    2 

1897 

57 

64 

-7 

0    0    4 

1898 

99 

61 

38 

0    0    7 

1899 

70 

33 

37 

0    0    5 

1900 

2,23 

91 

1,32 

0     1     3 

1901 

17,26 

33 

16,93 

0    9    5 

1902 

5,13 

1,31 

3,82 

0    2    9 

1903 

^1,39 

8,14 

3,25 

0    6    2 

1904 

16,53 

5,38 

11,15 

0    9    0 

1905 

11,37 

3,66 

7,81 

0    6    2 

1896-1905  (average)     . 

6,65 

2,15 

4,50 

0    3    7 

1906        .... 

20,00 

3,12 

16,88 

0  10  10 

1907         .       . 

. 

26,09 

2,71 

23,38 

0  14    2 

1908        ;       . 

18,12 

2,42 

15,70 

0    9  10 

1909        .       . 

. 

2,85 

2,61 

24 

0     1     7 

1910        .       . 

. 

2,18 

2,26 

-8 

0     12 

1906-1910  (average)     . 

13,85 

2,62 

11,23 

0    7     6 

1911         .... 

2,19 

2,18 

1 

0     1     1 

1912 

2,81 

2,51 

30 

0     1     5 

1913 

19,64 

3,54 

16,00 

0    9  11 

1914 

13,16 

2,65 

10,51 

0    6    8 

1915 

. 

2,18 

2,04 

14 

0    1     1 

1911-1915  (average)     . 

7,98 

2,59 

5,39 

0    4    3 

1916        .... 

1,62 

1,64 

-2 

0    0  10 

1917         .... 

30,77 

1,39 

29,38 

0  15     7 

1918         .... 

23,87 

1,27 

22,60 

0  12     1 

1919        .... 

52,06 

55 

51,50 

1  10    5 

1916-1919  (war  average) 

22,10 

1,38 

20,72 

0  11     2 

Population  figures  for  the  whole  oJ  India  not  available. 
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TABLE  15. — Gboss  Coinaob — Whole  Rupees  coined  and 

ISSUED    FROM   THE    INDIAN   MiNTS   FBOM    1835 


Calendar  years. 

Total 
coined. 

Calendar  years. 

Total 
coined. 

R.  (lakhs). 

E.  (lakhs). 

Brought  forward   . 

3,35,61 

WiUiam  IV.,   1835 

16,40 

Victoria,          1897       . 

15 

Victoria,          1840  *      . 

31,17 

1898      . 

75 

1840 1      . 

76,66 

1900      . 

11,81 

1862 

70,69 

1901       . 

10,91 

1874 

4,35 

1901+    . 

9,31 

1875 

3,10 

Edward  VII.,  1903       . 

10,23 

1876 

4,10 

1904       . 

16,03 

1877 

13,48 

1905       . 

12,75 

1878 

9,66 

1906       . 

26,37 

1879 

8,87 

1907       . 

25,22 

1880 

7,22 

1908       . 

3,09 

1881 

56 

1909       . 

2,23 

1882 

7,15 

1910       . 

1,77 

1883 

2,32 

1910  §     . 

58 

1884 

4,85 

George  v.,       1911       . 

94 

1885 

9,90 

1912       . 

12,42 

1886 

5,20 

1913       . 

16,33 

1887 

8,86 

1914       . 

4,84 

1888 

7,08 

1915       . 

1,53 

1889 

7,47 

1916       . 

21,29 

1890 

11,76 

1917       . 

26,48 

1891 

6,42 

1917  11     . 

18 

1892 

10,47 

1918       . 

41,19 

1893 

7,87 

1919       . 

13,71 

( 

;3arry  forward 

3,35,61 

Total 

6,05,72 

First  issue. 


t  Second  issue.        }  Coined  in  1902. 
II  Coined  in  1918.  _ 


§  Coined  in  1911. 


Note. — Net  coinage  will  be  found  in  TableJ14. 
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TABLE  16. — Papek  CuBBBNcy — Cibculation   of  Rtjpbbs,   Note  Ciectj- 

LATION,       ClEAEINGS        (iN       THE      POBTS  *      OF      CALCUTTA,       BOMBAY, 

Madeas,  Kabachi,  and  Rangoon),  with  pee  capita  Averages 


Year. 

Circulation  of 
rupees. 

Active  note 

circulation  on 

March  31.,- 

Total  rupees 
and  notes. 

Clearings. 

Grand  Total. 

.g 

^3 

■^ 

§ 

Per 

§ 

Per 

§ 

Per 

1 

Per 

a 

Per 

1 

capita. 

1 

capita. 

1 

capita. 

1 

capita. 

1 

capita. 

■< 

<! 

<i 

<! 

<i 

B. 

(crores.) 

B. 

B. 

(crores.) 

B. 

E. 

(crores.) 

B. 

B. 

(crores.) 

E. 

E 
(crores.) 

B. 

1900  . 

130 

4-5 

22 

•8 

152 

5-3 

212 

7-4 

364 

12-7 

1901   . 

143 

4-9 

22 

•7 

165 

5-6 

213 

7-2 

378 

12-8 

1902  . 

138 

4-7 

22 

•7 

160 

5-4 

232 

7-9 

392 

13-3 

1903  . 

136 

4-6 

25 

■9 

161 

5-5 

247 

8-4 

408 

13-9 

1904  . 

144 

4-9 

28 

•9 

172 

5-8 

255 

8-7 

427 

14-5 

1905  . 

152 

5-2 

28 

•9 

180 

61 

304 

10-3 

484 

16-4 

1906  . 

164 

5-6 

33 

11 

197 

6-7 

335 

11-4 

532 

181 

1907  . 

178 

6-1 

36 

1-2 

214 

7-3 

428 

14-6 

642 

21-9 

1908  . 

191 

6-5 

32 

11 

223 

7-6 

410 

13-9 

633 

21-5 

1909  . 

187 

6-3 

35 

1-2 

222 

7-5 

412 

140 

634 

21-5 

1910  . 

186 

6-3 

40 

1-4 

226 

7-7 

465 

15-8 

691 

23-5 

1911  . 

184 

5-8 

40 

1-3 

224 

71 

516 

16-4 

740 

23-5 

1912  . 

182 

5-8 

44 

1-4 

226 

7-2 

589 

18-7 

815 

25-9 

1913  . 

191 

60 

47 

1-5 

238 

7-5 

650 

20-6 

888 

28-1 

1914  . 

187 

5-9 

50 

1-6 

237 

7-5 

538 

171 

775 

24-6 

1915  . 

204 

6-5 

44 

1-4 

248 

7-9 

563 

17-8 

811 

25-7 

1916  . 

212 

6-7 

53 

1-7 

265 

8-4 

809 

25-6 

1,074 

34-0 

1917  . 

227 

7-2 

67 

21 

294 

9-3 

901 

28-6 

1,195 

37-9 

1918  . 

219 

6-9 

84 

2-7 

303 

9-6 

1,396 

44-3 

1,699 

53-9 

1919  . 

228 

7-2 

134 

4-2 

362 

11-4 

t 

t 

t 

t 

•  Figures  for  Karachi  are  included  from  1901  and  those  for  Eangoon  from  1907,  pre- 
vious figures  not  being  available.  The  figures  for  Karachi  and  Eangoon  are  comparatively 
small.    The  Eangoon  figure  for  the  five  pre-war  years  was  268  crores. 

t  Figures  not  yet  available. 
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TABLE  17. — Papee  Ctjerbnoy — Composition  and  Location  of 

THE  Papee  Cueeency  Reserve 

(In  lakhs  of  rupees.) 


Year  (last  day 
of  March). 

Silver. 

Gross 
circula- 

In India. 

in  m 

Eng-    l^.sl, 

[J.S.A. 
din 
msit 
efrom. 

Total. 

tion. 

Coin. 

Bullion 

Total. 

•an--   |||| 

fl^^l 

1901    . 

29,87 

9,42 

1,78 

11,20 

11,20 

1902    .        . 

31,66 

11,12 

11,12 

11,12 

1903    .       . 

35,72 

10,93 

10,93 

10,93 

1904    .       . 

38,21 

11,50 

53 

12,03 

12,03 

190S    .       . 

39,18 

11,37 

1,70 

13,07 

13,07 

1906    . 

44,66 

13,58 

95 

14,53 

1,82 

16,35 

1907    .       . 

46,95 

13,70 

3,06 

16,76 

2,15 

18,91 

1908    .       . 

46,89 

25,18 

8 

25,26 

25,26 

1909    .       . 

45,49 

31,12 

8 

31,20 

31,20 

1910    .       . 

54,41 

29,28 

8 

29,36 

29,36 

1911    .       . 

54,99 

26,06 

8 

26,14 

26,14 

1912    . 

61,36 

15,40 

8 

15,48 

15,48 

1913    .       . 

68,98 

16,45 

16,45 

16,45 

1914    .       . 

66,12 

20,53 

20,53 

20,53 

1915    .       . 

61,63 

32,34 

32,34 

32,34 

1916    .       . 

67,73 

23,06 

23,06 

51 

23,57 

1917    . 

86,37 

17,08 

2,00 

19,08 

13 

19,21 

1918    .       . 

99,79 

10,40 

39 

10,79 

10,79 

1919    .       . 

1,53,46 

16,66 

15,69 

32,35 

5,04 

37,39 

(In  lakhs  of  rupees 

•) 

Year  (last  day  o 
Maich). 

Gold. 

Securities. 

Coin  and 

Coin  and 

In 
England. 

bullion  in 
India. 

bullion  in 
England. 

Total. 

In  India. 

Total. 

1901      .        . 

8,67 

8,67 

10,00 

10,00 

1902     .        . 

10,54 

10,54 

10,00 

10,00 

1903     .        . 

14,79 

14,79 

10,00 

10,00 

1904     .        . 

16,18 

16,18 

10,00 

10,00 

1905     . 

16,11 

16,11 

10,00 

10,00 

1906     .        . 

5,74 

10,57 

16,31 

10,00 

2,00 

12,00 

1907     .       . 

5,50 

10,54 

16,04 

10,00 

2,00 

12,00 

1908     .       . 

4,07 

5,56 

9,63 

10,00 

2,00 

12,00 

1909     .       . 

4 

2,25 

2,29 

10,00 

2,00 

12,00 

1910     . 

9,30 

3,75 

13,05 

10,00 

2,00 

12,00 

1911     . 

9,28 

7,57 

16,85 

10,00 

2,00 

12,00 

1912     .       . 

23,33 

8,55 

31,88 

10,00 

4,00 

14,00 

1913     .       . 

29,38 

9,15 

38,53 

10,00 

4,00 

14,00 

1914     .       . 

22,44 

9,15 

31,59 

10,00 

4,00 

14,00 

1915     .       . 

7,64 

7,65 

15,29 

10,00 

4,00 

14,00 

1916     . 

12,24 

11,92 

24,16 

10,00 

10,00 

20,00 

1917     .       . 

12,00 

6,67 

18,67 

10,00 

38,49 

48,49 

1918     .       . 

26,85 

67 

27,52 

10,00 

51,48 

61,48 

1919     .       . 

17,37 

12 

17,49 

16,08 

82,50 

98,58 
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TABLE  18. — Papee  Cuebenoy — The  Denominations  of  Cueeenoy  Notes 

IN    ClECULATION    on   THE     LAST     DaY     OP     BACH     YbAB     FEOM     1910   TO 

1919 


Circulation  in  lalchs  of  rupees  of  notes  for 

Last  day  of 

March. 

R. 

B,. 

R. 

R. 

n. 

n. 

E. 

R 

K. 

E. 

B. 

1. 

2-8. 

5. 

10. 

20. 

50. 

100. 

500. 

1,000. 

10,000. 

Total. 

1910 

1,14 

11,60 

84 

1.71 

14,36 

3,10 

8,84 

12,82 

64,41 

1911 

1,21 

12,53 

21 

2,63 

14,06 

2,82 

8,55 

12,98 

61,99 

1912 

1,30 

15,09 

13 

1,90 

16,52 

2,80 

9,30 

14,32 

61,36 

1913 

1,48 

17,94 

10 

i,'/2 

17,76 

2,V2 

9,04 

18,22 

68,98 

1914 

1,61 

17,73 

8 

1,78 

17,81 

2,64 

9,17 

15,30 

66,12 

Pre-war  aver- 

age 1910-14 

1,35 

14,98 

27 

1,95 

16,10 

2,81 

8,98 

14,73 

61,17 

1915 

1,57 

14,99 

6 

l,Vb 

16,05 

2,36 

9,20 

15,65 

61,63 

1916 

2,2b 

18,80 

b 

2,24 

20,39 

2,33 

8,99 

12,68 

67,73 

1917 

3,31 

22,60 

4 

2,52 

25,32 

2,4b 

11,24 

18,89 

86,37 

1918 

33 

18 

5,45 

27,33 

4 

3,4b 

32,53 

2,49 

13,80 

14,19 

99,79 

1919 

10,51 

1,84 

9,20 

46,90 

3 

4,9U 

43,81 

2,48 

15,11 

18,68 

1,53,46 

Last  day  of 
March. 

Percentage  to  Total. 

1. 

E. 

2-8. 

E. 
5. 

E. 

10. 

E. 

20. 

e! 

50. 

E. 

100. 

E. 

500. 

E. 
1,000. 

E. 

10,000. 

1910 
1911 
1912 
1913 
1914 

Pre-war   aver- 
age 1910-14 
1915 
1916 
1917 
1918 
1919 

■3 

■68 

•2 
1-2 

2-1 
2-2 
21 
2-1 
2-4 

2-2 
2-6 
3-3 
3-8 
5-5 
60 

21-3 
22-8 
24-6 
260 
26-8 

24-5 
24-3 
27-8 
26-2 
27-4 
30-6 

1-5 
■4 
•2 
•1 
•1 

■*    , 

•1 

■1 

■1 

■04 

■02 

32 
4^8 
31 
2-5 
2-7 

32 
2^8 
33 
2-9 
3-6 
3^2 

264 
266 
269 
25^7 
26-9 

263 
260 
30^1 
293 
326 
286 

57 
51 
46 
39 
40 

4-6 
38 
34 
2-8 
2^5 
16 

162 
155 
152 
131 
13-9 

14^7 
150 
.1133 
130 
138 
,9-8 

236 
236 
233 
264 
231 

241 
254 
18-7 
219 
14^2 
12^2 
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TABLE  19. — ^Thb  Gold  Standibd  Resebvb — Amount,  Composition, 

AND  Location  op  the  Gold  Standard  Bbseevb  1901  to  1919 

(In  thouBai;ds  of  £  sterling.) 


March  31 

England, 

Purchase 

Cash  at 
short 
notice. 

Gold  (temporarily 

Gold  de- 

year. 

value  o( 

forming  part  of 

posited  at 

Total. 

sterling 

balances  of  Secre- 

the Bank  of 

securities. 

tary  of  State). 

England, 

1901      . 

1902      . 

3,454 

3,454 

1903      . 

3,810 

3,810 

1904      . 

6,377 

6,377 

1905      . 

8,377 

8,377 

1906      . 

12,165 

12,165 

1907      . 

12,519 

12,519 

1908      . 

13,187 

1,131 

14,318 

1909      . 

7,414 

470 

7,884 

1910      . 

13,219 

3,011 

16,23b 

1911      . 

15,849 

1,477 

17,326 

1912      . 

16,748 

1,074 

17,822 

1913      . 

15,946 

1,006 

1,620 

18,572 

1914      . 

17,165 

25 

4,320 

21,510 

1915      . 

12,149 

8 

1,250 

13,407 

1916      . 

16,219 

5,792 

22,011 

1917      . 

25,406 

6,001 

31,407 

1918      . 

28,453 

6,000 

34,453 

1919      . 

29,729 

6,016 

35,745 

(Iq  thousands  of  £  sterling,) 

March  31 
in  each 

India. 

Coined 

Outstanding 

Temporary 

Total  Eng- 

year. 

rupees  in 

debt  from  trea- 

loan to  trea- 

Gold. 

Total. 

land  and 

India. 

sury  balances. 

sury  balances. 

India. 

1901   . 

1,831 

1,200 

3,031 

3,031 

1902   . 

3,454 

1903   . 

1 

1 

3,811 

1904   . 

167 

167 

6,644 

1905   . 

152 

152 

8,529 

1906  . 

287 

287 

12,452 

1907  . 

4,000 

301 

22 

4,323 

16,842 

1908  . 

4,000 

4,000 

18,318 

1909  . 

10,587 

10,587 

18,471 

1910  . 

2,534 

2,534 

18,764 

1911   . 

1,934 

1,934 

19,260 

1912  . 

1,934 

1,934 

19,756 

1913   . 

4,000 

35 

4,035 

22,607 

1914  . 

4,000 

22 

4,022 

25,632 

1915   ., 

70 

7,000 

5,238 

12,308 

25,715 

1916  . 

1  * 

4,000 1 

239 

4,240 

26,261 

1917   . 

103 

103 

31,510 

1918  . 

34,453 

1919  . 

35,745 

*  This  amount  (£1,326)  was  paid  to  the  G.S.B.  on  April  5,  1916. 
'    +  Represents  the  balance  of  the  temporary  loan  of  £7,000,000  taken  from  the 
Reserve  during  the  preceding  year,  £3,000,000  being  repaid  by  the  treasury, 

2h 
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TABLE  20. — Amount  or  Council  Bills  and  Tblbgbaphic 
Transfers  drawn  on  India  with  the  Average  Rate  op 
Exchange 


Year. 

Amount. 
1 

Average 
rate. 

Year. 

Amount. 

Average 
rate. 

£ 

A. 

£ 

A.     . 

1862-63  .      . 

6,641,576 

23-875 

1891-92  .      . 

16,093,854 

16-733 

1863-64  .      . 

8,979,521 

23-875 

1892-93  .     . 

16,632,216 

14-P84 

1864-65  .      . 

6,789,473 

23-875 

1893-94  .     . 

9,630,234 

14-546 

1865-66  .      . 

6,966,116 

23-760 

1894-95  .      . 

16,905,102 

13-100 

1866-67  . 

5,067,589 

23-000 

1895-96  .      . 

17,664,492 

13-638 

1867-68  .      . 

4,137,285 

23125 

1896-97  .      . 

15,626,547 

14-450 

1868-69  .      . 

3,705,741 

23-125 

1897-98  .     . 

9,606,077 

16-406 

1869-70  .      . 

6,980,122 

23-250 

1898-99  .      . 

18,692,377 

15-978 

1870-7J  .      . 

8,443,509 

22-376 

1899-1900     . 

19,067,022 

16067 

1871-72  .      . 

10,310,339 

23-125 

1900-01  .      . 

13,300,277 

15-973 

187>-73  .      . 

13,939,096 

22-750 

1901-02  .     . 

18,539,071 

15-987 

1873-74  .      . 

13,285,678 

22-351 

1902-03  .     . 

18,499,947 

16-002 

1874r-75  .      . 

10,841,614 

22-221 

1903-04  .     . 

23,859,303 

16049 

1875-76  .     . 

12,389,613 

21-645 

1904-05  .      . 

24,426,658 

16-045 

1876-77  .      . 

12,695,799 

20-491 

1905-06  .      . 

31,566,972 

16-042 

1877-78  .      . 

10,134,455 

20-790 

1906-07  .      . 

33,432,196 

16-084 

1878-79  . 

13,948,565 

19-761 

1907-08  .     . 

15,307,061 

16-029 

1879-80  .      . 

15,261,810 

19-961 

1908-09  .     . 

13,915,426 

15-964 

1880-81  .      . 

15,239,677 

19-956 

1909-10  .     . 

27,416,586 

16-041 

1881-82  .      . 

18,412,429 

19-895 

1910-11  .      . 

26,463,303 

16-060 

1882-83  . 

15,120,521 

19-525 

1911-12  .     . 

27,058,560 

16-083 

1883-84  . 

17,599,805 

19-536 

1912-13  .     . 

25,759,706 

16-058 

1884-85  . 

13,758,909 

19-308 

1913-14  .      . 

31,200,827 

16070 

1885-86  .     . 

10,292,692 

18-254 

1914-15  .     . 

7,748,111 

16-004 

1886-87  .      . 

12,136,278 

17-441 

1915-16  .      . 

20,354,517 

16-087 

1887-88 .     . 

15,358,577 

16-899 

1916-17  .      . 

32,998,095 

16-148 

1888-89  .     . 

14,262,858 

16-379 

1917-18  .      . 

34,880,682 

16-532 

1889-90  .      . 

15,474,496 

16-566 

1918-19  .     . 

20,946,314 

17-544 

1890-91  .     . 

* 

15,969,034 

18-089 

(Provisional) 

Note. — Reverse  drafts  were  as  follows  : 


1908-09  . 
1909-10  . 


1914-15  . 


1915-16  . 
1918-19  . 


£8,058,000  BUls  at  Is.  SMd-  the  rupee. 
156,000  Bills  at  Is.  Sjld.  the  rupee. 


8,707,000  Bills  and 
Transfers 


BUls  at  Is.  3|td.  the  rupee. 

Transfers  at  Is.  3H<i.  and  Is.  Sjid.  the 
rupee. 

4,893,000  deferred  Transfers  at  Is.  SJjd.  the  rupee. 
'S  ST>  nnn  Ttiiis  and  1  Bills  at  Is.  6s(.d.  the  rupee. 
»,di5,uou  BUis  and  I  rjgj^g^pjjg    Transfers    (immediate)    at 

)         Is.  5§4d.  the  rupee. 
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TABLE  21.— Tkeasuby  Balances  in  India 
(March  closing  balances.) 


In  India. 

Grand 

total  (in 

India 

and  in 

London), 

Year. 

Reserve 
trea- 
suries. 

Presi- 
dency 
banlts. 

District 
trea- 
suries. 

Total. 

Equiva- 
lent in  £ 

sterling 
(£1  = 

E.  15). 

In 

London  ♦ 

(crores). 

E. 

(crores). 

E. 

(crores). 

E. 

(crores). 

£(miU- 
ions). 

£  (mill- 
ions). 

£  (mill- 
ions). 

1907-08 

60 

41 

9-2 

19-3 

12-8 

4-6 

17-4 

190»-09 

4-4 

3-5 

7-5 

16-4 

10-2 

8-0 

18-2 

1909-10 

5-3 

4-1 

90 

18-4 

12-3 

12-8 

251 

1910-11 

6-7 

41 

9-6 

20-4 

13-6 

16-7 

30-3 

1911-12 

5-2 

4-5 

8-7 

18-4 

12-3 

18-4 

30-7 

1912-13 

13-3 

5-7 

9-9 

28-9 

19-3 

8-8 

28-1 

1913-14 

7-4 

6-0 

100 

23-4 

15-6 

81 

23-7 

1914-15 

61 

5-9 

10-2 

22-2 

14-8 

7-9 

22-7 

1915-16 

3-6 

5-4 

9-0 

18-0 

12-0 

7-0 

190 

19i6-17 

4-6 

101 

8-2 

22-9 

15-3 

5-4 

20-7 

1917-18 

2-5 

12-9 

7-6 

23-0 

15-3 

10-6 1 

25-9 

1918-19 

3-6 

11-8 

10-6 

260 

17-3 

14-7 

320 

Excluding  cash  held  in  heliaU  o£  the  Gold  Standard  Eeserve. 
t  In  addition  to  the  special  Eeserve  of  £20,000,000. 
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TA'BLE  22.— Capital,  Resbkve,  Deposits,  and  Cash  Balances  of 

THE  Three  Presidency  Banks  on  December  31  each  Year 

(In  erores  of  rupees.) 


Paid-up 
capital. 

Reserve 
and 
rest. 

Total. 

Deposits. 

Cash 
Bal- 
ances. 

Year. 

Public. 

Private. 

Total. 

1870      .        . 

3-4 

■3 

3-6 

5-4 

6-4 

11-8 

100 

1880 

3-5 

•6 

4-1 

2-9 

8-5 

11-4 

7-4' 

1890 

3-5 

10 

4-5 

3-6 

14-8 

18-4 

130 

1900 

36 

2-0 

5-6 

2-8 

12-9 

16-7 

5-0 

1905 

3-6 

2-6 

6-2 

31 

22-3 

25-4 

8-2 

1906 

3-6 

2-8 

6-4 

31 

27-4 

30-5 

11-0 

1907 

3-6 

2-9 

6-5 

3-4 

281 

31-5 

9-5 

1908 

3-6 

31 

6-7 

3-3 

28-6 

31-9 

10-4 

1909 

3-6 

3-2 

6-8 

3-2 

32-6 

35-8 

11-7 

1910 

3-6 

3-3 

6-9 

4-2 

32-4 

36-6 

11-4 

1911 

3-6 

3-4 

7-0 

4-4 

34-2 

38-6 

13-6 

1912 

3-7 

3-6 

7-4 

4-3 

35-8 

401 

11-8 

1913 

3-7 

3-7 

7-5 

5-9 

36-5 

42-4 

15-4 

1914 

3-7 

3-9 

7-6 

5-6 

40-1 

45-7 

20-8 

1915 

3-7 

3-7 

7-5 

4-9 

38-6 

43-5 

14-7 

1916 

3-7 

3-6 

7-4 

5-2 

44-7 

49-9 

17-3 

1917 

3-7 

3-7 

7-4 

7-7    • 

67-8 

75-5 

33-8 

1918 

3-7 

3-4 

7-2 

8-7 

51-5 

60-2 

17-1 
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TABLE  23.— Capital,  Reserve,  Deposits,  and  Cash  Balances 

or  THE  ElOHANQE  BANKS  ON  DbOBMBBR  31  EACH  YbAR 

(In  millions  of  £  sterling.) 


No. 
of 

Capital  and  Reserve. 

Deposits. 

Gash  Balances. 

Year. 

Paid- 

Eeserve 

Out 

In 

Out 

In 

banks. 

up 

and 

Total. 

of 

India. 

of 

India. 

capital. 

rest. 

India. 

India. 

1870 

3 

2-0 

•2 

2-2 

2-7 

-5 

2-6 

•6 

1880 

4 

2-5 

•5 

31 

7-3 

3-0 

2-0 

1-8 

1890       . 

5 

6-3 

1-7 

8-1 

30-7 

7-5 

5-8 

3-5 

1900 

8 

11-8 

4-0 

15-8 

54-3 

10-5 

11-9 

2-4 

1905 

10 

15-2 

7-2 

22-4 

94-5 

17-0 

21-5 

3-8 

1906 

10 

15'9 

8-4 

24-3 

104-5 

18-1 

18-4 

51 

1907 

10 

16-7 

9-3 

26-0 

94-8 

19-2 

14-9 

5-6 

1908 

10 

16-7 

9-1 

26-9 

103-3 

19-5 

16-7 

3-8 

1909 

10 

19-0 

11-2 

30-2 

116-0 

20-3 

»18-1 

4-2 

1910 

11 

21-7 

12-6 

34-3 

134-2 

24-8 

17-8 

4-4 

1911 

>  12 

22-6 

130 

35-6 

157-8 

28-2 

22-1 

4-6 

1912 

12 

23-7 

140 

37-6 

172-0 

29-5 

231 

6-1 

1913 

12 

23-6 

14-2 

37-8 

1811 

31-0 

26-7 

5-9 

1914 

11* 

22-8 

14-2 

370 

1650 

30-1 

40-7 

8-4 

1915 

11 

22-7 

141 

36-8 

179-9 

33-5 

45-1 

7-6 

1916 

lot 

22-8 

151 

37-9 

208-2 

380 

41-4 

10-1 

1917 

9t 

18-4 

14-3 

32-7 

228-0 

53-4 

54-8 

33-7 

•  Excluding  the  Deutsche-Asiatische  Bank,  which  went  into  liquidation  after  the 
outbreak  of  the  war.  , .  ,   ,       ^  ,         ^  j     -^^  ^i, 

t  Excluding  the  Delhi  and  London  Bank,  which  has  been  amalgamated  with  the 
Alliance  Bank  of  Simla,  Ltd.     This  is  an  Indian  Joint-Stock  bank  and  included  in 

Table  24.  .  .  ^ ,.  .  .,  ^, 

J  Excluding  the  Eusso-Asiatic  Bank,  information  not  bemg  available. 
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TABLE  24. — Capital,  Bbsbrvb,  Deposits,  and  Cash  Balances  op 
Peincipal  Indian  Joint-Stock  Banks  on  December  31  of 
each  Yeae 


/ 
A. — Banks  with  Capital  and  Reserve  of  R.  5  lakhs  and  over. 

Year.  ' 

Number 

of 

reporting 

banks. 

Paid-up 
capital. 

Reserve 
and 

rest. 

Total. 

Deposits. 

Cash 
balances. 

B. 

E. 

E. 

B. 

B. 

\ 

(lakhs). 

(lakhs). 

(lakhs). 

(lakhs). 

(lakhs). 

1870 .        .        . 

2 

9-8 

1-8 

11-6 

13-9 

5-1 

1880  .        . 

3 

18-0 

3-1 

21-1 

63-4 

16-6 

1890. 

5 

33-5 

17-6 

51-1 

2,70-8 

55-8 

1900. 

9 

82-1 

45-6 

1,27-7 

8,07-5 

1,19-0 

1905. 

9 

84-6 

77-8 

1,62-4 

11,98-9 

1,73-5 

1906. 

10 

1,33-9 

56-4 

1,90-3 

11,55-5 

1,49-5 

1907. 

20 

2,29-6 

63-3 

2,92-9 

14,00-3 

1,94-4 

1908. 

14 

2,39-7 

69-1 

3,08-8 

16,26-1 

2,45-1 

1909. 

15 

2,66-1 

88-0 

3,54-1 

20,49-1 

2,79-1 

1910~. 

16 

2,75-7 

1,00-5 

3,76-2 

25,65-8 

2,80-2 

1911  . 

„ 

18 

2,85-6 

1,26-5 

4,12-1 

25,29-1 

3,62-0 

1912. 

18 

2,91-6 

1,34-6 

4,26-2 

27,26-0 

4,00-1 

1913. 

18 

2,31-3 

1,33-0 

3,64-3 

22,59-2 

4,00-2 

1914. 

17 

2,51-4 

1,41-9 

3,93-3 

17,10-6 

3,53-2 

1915. 

20 

2,81-4 

1,56-6 

4,38-0 

17,87-3 

3,99-4 

1916. 

20 

2,87-3 

1,73-7 

4,61-0 

24,71-0 

6,03-5 

1917. 

18* 

3,03-7 

1,63-0 

4,66-7 

31,17-0 

7,64-8 

B. — Banks  with  Capiti 

il  and  Re 

serve  bet 

ween  R.  1  lakh  and  less 

than  R. 

5  lakhs. 

\ 

1913  .     '. 

23 

391 

11-4 

50-5 

1,511 

24-9 

1914. 

25 

49-2 

13-0 

55-2 

1,26-5 

28-0 

1915. 

25 

45-4 

9-7 

55-1 

91-4 

200 

1916. 

28 

51-8 

11-5 

63-3 

1,01-2 

16-8 

1917  .       .        . 

25 1 

44-2 

12-2 

54-4 

99-2 

20-4 

T.    ,    V!S  ^*°?  °1-  Eansoon  was  amalgamated  with  the  Alliance  Bank  ot  Simla :  the 
Bank  of  Upper  India  and  the  Standard  Bank  went  into  Uciuidation  dnring  the  war 

t  The  GorakhpuT,  Bank  was  liquidated  durmgthe  year.  The  Vellore  Commercial 
Bank  has  been  transferred  .to  Class  A.  The  Wariur  Commercial  Bank  and  the 
Bangalore  Mercantile  Bank  have  been  excluded  as  theh  capital  and  reserve  have 
fallen  below  one  lakh. 
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TABLE  25. — ^Average  Bank  Rates  or  the  Pebsidency  Banks 
raoM  1870  TO  1918 


Yeai. 

Bank  of  Bengal. 

Bank  of  Bombay'. 

Bank  of  Madras. 

Half 

year 

ending 

June  30. 

Hall 

year 

ending 

Dec.  31. 

Annual 
aver- 
age. 

Half 

year 

ending 

June  30. 

Half 

year 

ending 

Dee.  31. 

Annual 
aver- 
age. 

Half 

year 

ending 

June  30. 

Half 

year 

ending 

Dec.  31. 

Annual 
aver- 
age. 

1870  . 

5-47 

6-00 

5-73 

5-53 

4-97 

5-25 

4-50 

4-50 

4-50 

1871   . 

4-94 

4-50 

4-72 

1 

1 

509 

4-91 

5-00 

4-95 

1872  . 

6-36 

3'56 

4-96 

1     » 

* 

5-10 

5-94 

600 

5'97 

1873  . 

4-15 

3-71 

3-93 

J 

\ 

4-63 

600 

6-19 

609 

1874  . 

8-74 

3-70 

6-22 

8-85 

4-30 

6-57 

7-89 

700 

7-44 

1875  . 

6-48 

4-84 

5-66 

6-55 

7-92 

7-23 

7-00 

7-00 

700 

1876  . 

.7-42 

6-11 

6-76 

8-35 

5-62 

6-98 

6-75 

6-00 

6-37 

1877  . 

9-49 

7-30 

8-40 

903 

7-31 

817 

6-00 

610 

605 

1878  . 

6-53 

403 

5-28 

7-18 

5-00 

609 

7-00 

7-00 

700 

1879  . 

7-27 

5-42 

6-34 

8-05 

5-29 

6-67 

7-00 

700 

700 

1880  . 

5-39 

3-91 

4-65 

5-72 

4-30 

501 

6-47 

4-27 

5-37 

1881   . 

4-86 

5-72 

5-29 

5-40 

5-98 

5-69 

4-67 

6-30 

5-48 

1882  . 

8-18 

502 

6-60 

8-08 

413 

6-10 

8-29 

413 

6-21 

1883  . 

6-99 

6-56 

6-78 

7-00 

6-20 

6-66 

6-97 

7-02 

6-99 

1884  . 

8-81 

3-95 

6-38 

903 

4-17 

6-60 

8-42 

413 

6-27 

1885  . 

6-76 

400 

5-38 

5-90 

400 

4-95 

5-71 

3-23 

4-47 

1886  . 

5-92 

615 

6-04 

6-35 

6-50 

6-42 

5-48 

5-64 

5-56 

1887  . 

7-48 

3-80 

5-64 

7-78 

3-73 

5-75 

7-92 

3-90 

5-91 

1888 

6-74 

518 

5-46 

5-90 

5-51 

5-70 

5-78 

5-44 

5-61 

1889  . 

9-31 

4-67 

6-99 

9-46 

400 

6-73 

9-62 

414 

6-88 

1890  . 

8-26 

3-32 

5-79 

9-21 

3-28 

6-24 

8-14 

3-32 

5-73 

1891   . 

3-50 

2-62 

306 

3-88 

2-23 

3-05 

3-60 

2-25 

2-92 

1892  . 

3-88 

311 

3-50 

3-97 

304 

3-50 

403 

3-07 

3-50 

1893  . 

5-68 

4-08 

4-88 

5-97 

3-84 

4-90 

619 

4-36 

5-27 

1894  . 

7-42 

3-36 

5-39 

7-55 

3-46 

5-50 

6-72 

3-31 

501 

1895  . 

507 

3-59 

4-33 

4-30 

3-60 

3-95 

5-02 

3-50 

4-26 

1896  . 

5-77 

5-61 

5-69 

5-85 

5-10 

5-47 

600 

5-28 

5-64 

1897  . 

9-88 

5-97 

7-92 

1011 

5-64 

7-87 

9-97 

6-00 

7-98 

1898  . 

1102 

511 

806 

1203 

4-55 

8-29 

1109 

4-51 

7-80 

1899  . 

6-34 

5-49 

5-91 

6-34 

5-42 

5-88 

6-27 

5-83 

605 

1900  . 

6-41 

4-27 

5-34 

6-90 

3-79 

5-34 

7-24 

4-50 

5-87, 

1901  . 

6-89 

4-07 

5-48 

7-07 

3-83 

5-45 

7-57 

409 

5-83 

1902  . 

617 

3-55 

4-86 

6-25 

3-43 

4-84 

700 

4-02 

5-51 

1903  . 

V  6-27 

3-49 

4'88 

6-70 

3-48 

509 

713 

4-27 

5-70 

1904  . 

5-56 

4-19 

4-87 

5-15 

3-82 

4-48 

6-42 

4-07 

5-24 

1905  . 

5-56 

4-63 

5-09 

5-77 

4-42 

509 

6-04 

4-19 

5-11 

1906  . 

6-95 

5-88 

6-42 

7-24 

5-28 

6-26 

7-15 

504 

609 

1907  . 

7-63 

4-58 

610 

7-81 

4-11 

5-96 

8-24 

4-54 

6-39 

1908  . 

7-42 

4-24 

5-83 

7-84 

4-02 

5-93 

8-38 

4-38 

6-38 

1909  . 

6-58 

3-91 

5-24 

6-47 

3-82 

5-14 

7-55 

4-41 

5-98 

1910  . 

6-14 

4-51 

5-33 

619 

4-14 

5-16 

7-17 

4-65 

5-91 

1911 

6-66 

4-36 

5-51 

6-55 

3-52 

503 

7-59 

4-35 

5-97 

1912  . 

6-24 

4-59 

5-42 

601 

4-10 

5-05 

7-51 

4-59 

605 

1913  . 

6-57 

5-33 

5-95 

7-23 

4-62 

5-92 

7-76 

5-54 

6-65 

1914  . 

5-94 

4-96 

5-45 

5-52 

5-28 

5-40 

6-63 

516 

5-89 

1915  . 

5-84 

5-54 

5-69 

5-84 

5-31 

5-57 

5-87 

5-54 

5-70 

1916  . 

7-25 

6-32 

6-78 

7-18 

5'65 

6-41 

7-71 

6-48 

7-09 

1917  . 

6-69 

5-36 

603 

6-70 

5-42 

606 

8-00 

6-64 

7-32 

1918  . 

5-77 

5-30 

5-54 

5-79 

5-29 

5-54 

6-92 

6-47 

6-69 

*  Not  available. 
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TABLE  27. — ^Total  Amount  of  Cheques  oleaebd  from  Clearing 
Houses  in  baoh  Yeab,  from  1900  to  1918 


(In  orores  of  rupees.) 


Calcutta. 

Bombay. 

Madras. 

Karachi. 

Eangoon. 

Total. 

1900 .   . 

139 

61 

12 

212 

1901. 

133 

65 

13 

2 

213 

1902. 

146 

70 

13 

3 

232 

1903. 

142 

88 

14 

3 

247 

1904. 

141 

95 

15 

4 

256 

1905. 

175 

109 

16 

3 

303 

1906. 

206 

109 

16 

4 

335 

1907. 

224 

127 

16 

5 

56 

428 

1908. 

213 

126 

18 

6 

47 

410 

1909. 

.   198 

144 

19 

7 

44 

412 

1910. 

222 

167 

21 

7 

48 

465 

1911. 

258 

176 

21 

7 

54 

516 

1912. 

288 

207 

22 

12 

60 

589 

1913. 

333 

219 

24 

12 

62 

650 

1914. 

280 

173 

22 

13 

50 

538 

1915. 

323 

167 

19 

13 

41 

563 

1916. 

480 

241 

25 

15 

48 

809 

1917. 

472 

336 

23 

20 

50 

901 

1918  . 

744 

534 

25 

24 

69 

1,396 
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TABLE  28. — Number  of  Depositoes  and  Amount  of  Deposits  in  the 
Post  Office  Savings  Banks,  fkom  '  1899-1900  to  1917-18 


Average 

Deposits 
(inclusive 

of 
interest). 

Balance  of 

balance  of 

Year. 

Number  of 
Depositors. 

With- 
drawals. 

deposits 

(inclusive 

of 

interest). 

Interest. 

deposits 

(inclusive  of 

interest)  of 

each 

depositor. 

Kumber 
(1,000). 

R.  (1,000). 

E.  (1,000). 

R.  (1,000). 

R.  (1,000). 

E. 

1899-1900   . 

786 

3,75,97 

3,54,13 

9,64,64 

28,27 

123 

1900-01       . 

816 

3,90,65 

3,50,97 

10,04,33 

29,00 

123 

1901-02 

867 

4,46,38 

3,82,49 

10,68,21 

30,61 

123 

1902-03       . 

922 

4,67,11 

3,93,16 

11,42,15 

32,50 

124 

1903-04       . 

988 

5,01,26 

4,10,05 

12,33,37 

34,96 

125 

1904-05 

1,059 

5,55,23 

4,47,89 

13,40,70 

38,12 

127 

1905-06       . 

1,116 

5,50,06 

4,91,50 

13,99,26 

39,51 

125 

1906-07       . 

1,190 

5,90,13 

5,12,69 

14,76,70 

41,52 

124 

1907-08       . 

1,262 

5,94,83 

5,53,39 

15,18,14 

43,18 

120 

1908-09       . 

1,319 

5,66,57 

5,61,30 

15,23,42 

43,41 

116 

1909-10       . 

-     1,379 

6,00,21 

5,36,90 

15,86,72 

44,77 

115 

1910-11 

1,430 

6,50,43 

5,45,27 

16,91,88 

46,23 

118 

1911-12       . 

1,501 

8,78,70 

6,80,72 

18,89,85 

50,88 

126 

1912-13       . 

1,567 

9,70,57 

7,99,28 

20,61,14 

56,20 

132 

1913-14 

1,639 

11,60,37 

9,04,76 

23,16,75 

61,91 

141 

1914-15       . 

1,644 

9,60,62 

17,88,11 

14,89,26 

53,94 

91 

1915-16    ■  . 

1,660 

8,16,32 

7,73,46 

15,32,12 

43,20 

92 

1916-17 

1,647 

9,38,20  , 

8,10,79 

16,59,53 

45,47 

101 

1917-18^     . 

1,638 

10,16,69 

10,17,76 

16,58,46 

44,40 

101 

1918-19       . 

« 

13,45,11 

11,21,06 

18,82,56 

46,87 

Figure  not  yet  available. 
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APPENDIX  II 

The  calculation  of  the  circulation  of  rupees  in  India  during  1912 
and  1913  is  made  as  follows  : 

Let  C  be  the  total  circulation  in  any  year,  I  the  coinage,  and  r 
the  annual  rate  of  wastage  per  rupee. 

After  one  year,  out  of  I  coins  issued  rl  will  disappear  and 
(1  -  r)I  will  remain.  Similarly  at  the  end  of  the  second  year 
(1  -r)^I  wUl  remain,  and  after  n  years  (1  -r)"I  will  remain. 

In  the  year  1912  the  circulation  (Cij)  is  made  up  of  I^g  rupees 
of  1912,  (1  -  r)Iu  of  1911,  (1  -  r)Hio  of  1910,  and  so  on.  Assum- 
ing that  all  the  coins  of  1910  were  put  into  circulation  in  1912 
and  denoting  the  percentage  of  the  coinage  of  1910  in  the  census 
of  1912  by  lo^iz)  we  have 

Ca.=^i^(l-r)^      .         .         .     (i.) 
io"iz  I 

then  on  the  coinages  of  1909,  1908,  etc., 

C.=^(l-rf       .         .         .    (ii.) 

„  IgXlOO,^  ,4  ..... 

Ci2=-^-R (1-r)*       .         .         .  (m.) 

.17x100,,   .5 


7S1 


(l-r)5        .         .         .(iv.) 


the  notations  having  their  usual  meanings. 

The  calculations  are  limited  to  five  sets  as  otherwise  r  will 
introduce  large  errors. 

From  these  five  equations  we  get 

log  Cj2  =  1  {(log  Iio  X  100  -  log  10S12) 
(  +  logl9  X  100 -log  9812) 
(-Hloglg  X  100 -log  3812) 
(+logI,  X  100 -log  jSia) 
(  +  logIe  X 100 -log  ,Si2)  +  21og(l-r) 

+  31og{l-r)  +  41og(l-r)  +  51og(l-r) 
+  6  log  (1 -»■)}. 
478 
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log  Ci2  =  ^{(log  Iio  X 100 + log  I9  X 100 
+  logl8  X 100  +  log  I,  X 100 
+  logI,  X 100) -(log  10812" 

+  loggSia  +  log  gSia  +  log  ,813 
+  \og^&i^)}+i\og(l-r). 
Substituting  the  values  of  the  percentages  from  the  rupee 
census  table  and  taking  the  coinageH  in  crores  of  rupees^we  have 
log  %  =  i{{2-37129  +  2-34825  +  249041  +  340183 

+  342119)  -  (-03743  + 1-98227  +  -18184 
+  -97220  + 1-00087)}  +  4  log  (1  -  r) 
=  +(14-03297  -  2-17461)  +  4  log  (1  -  -0628) 
=      2-37167  +  1-88732  •.■*•  = -0628* 

=      2-25899, (vi.) 

whence  C12  =  182  crores  approximately. 

Now  to  find  out  the  circulation  in  1913  (C13) : 
Now  the  rates  of  wastage  are  difEerent  not  only  with  regard  to 
each  year  but  also  with  regard  to  each  coinage.  If  j-j,  rj,  r^,  .  .  . 
be  the  rates  of  disappearance  of  a  particular  coinage  I  at  the 
end  of  Ist,  2nd,  3rd  .  .  .  years  of  issue,  then  out  of  I  coins,  rj. 
will  disappear  at  the  end  of  the  first  year,  -and  1(1  -  r^}  will 
remain.  At  the  end  of  second  year  1(1  -r^)  (1  -r^)  will  remain. 
Similarly  at  the  end  of  n  years 

1(1  -  Tj)  (1  -  rg)  (1  -  J-g)  .  .  .  (1  -  r„)  will  remain,  and  more 
generally  in  the  case  of  a  particular  coinage  Ix  of  the  year  x. 

Ia;(l  -  ^x-i)  (1  -  i'x-2)  ...  (1  -  Tx-n)  coins  will  remain  at  the 
end  of  «th  year,  r^-n  being  the  rate  of  wastage  for  the  coinages 
of  the  year  x  at  the  end  of  the  wth  year  of  issue. 

If  from  the  census  figures  it  appears  that  the  coins  of  the 
year  x  formed  a  percentage  (say,  ^^x  +  n)  of  the  total  coins 
examined  after  n  years,  then  on  the  assumption  that  the  per- 
centages in  the  census  table  represent  the  percentages  of  several 
years'  issues  then  existing,  to  the  total  stock  of  rupees  in  cir- 
culation, the  circulation  in  the  year  x  +  n  will  be 

C^^„^I^a-^^-i)(l-;^-a)---(l-^^->^),100      .     (A) 

x^x+n 

*  The  rate  of  wastage  has  been  found  by  taking  the  average  of  13  figures, 

one  obtained  from  each  year  of  coinage  from  1900  to  1913  (except  1902, 

there  being  no  coins  of  this  date).     The  figure  obtained  from  the  1900 

coinage  is  the  geometric  mean  of  its  decrements  from  705  in  1903  to  6-3  in 

1904,  and  6-3  in  1904  to  5-85  in  1905,  i.e.  the  figure  obtained  from  the  1900 

/5^ 
comage  is  /ly/  ^^'. 

Taking  the  arithmetic  average  of  13  figures,  the  rate  of  wastage  has  been 
found  to  be  -0628,  the  average,  however,  representing  the  value  of  (1  -  r). 
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But  the  percentage  figures  are  not  quite  accurate.  So  the  above 
formula  for  circulation  wiU  not  be  regarded  as  correct,  but 
nevertheless  it  will  represent  an  estimate  of  the  circulation. 

The  formula's  expressed  in  equation  (A)  wiU  be  of  use  in  finding 
the  ratio  of  circulation  in  any  two  years.  This  ratio  will  be  more 
accurate,  as  will,be  seen  later,  in  the  case  of  the  circulation  in 
two  consecutive  years. 

Let  us  select  the  years  1912  and  1913.  We  get  the  following 
estimates  of  C,, : 


I„(l-ru.i)xlOO 

^2  = g 

■Iio(l-'-io-i)  (1- ^10-2)  X  100 

10^12 


I,(l-^.j)(l-r,.^){l-T,.s)xlOO 

9    12 

Ig(l  -  rg-i)  (1  -  rs-ii)  (1  -  rg-s)  (1  -  ^8-4)  x  100 

1,(1  -  r,.,)  (1  -  /,.,)  (1  -  r,.3)  (1  -  r,. J  (1  -  r,.,)  x  100 


and  generally 

W2— 

And  similarly  for  C^  we  have  the  foUowing  estimates  : 
Ii2(l-'-i2-i)xlOO 

12^13 

Iii(l-»-ii-i)(l-'-ii-2)xl00 


11^13 

Iio(l  -  >'io-i)  (1  -  '•10-2)  (1  -  yio-s)  X  100 

'  10^13 

19(1  -  ra-i)  (1  -  rg.a)  (1  -  r^.^)  (1  -  r^.^)  x  100 

9°13 

Ul-r,.i)  (1  -r8-2)  (1  -'•s-a)  ji-rs-i)  (1  -rs-.-i)  x  100 


8°13 


(1) 

(2) 
(3) 
(4) 
(5) 


p       1^(1  -  r^-i)  (1  -  r^-i) '  ■  ■  ■  (1  -  r^.  J  x  100 

1 

Ii,(l-ria-i)xlOO 

^3  = a (1) 


(2) 
(3) 

(5) 


and  generally 

r,       Ia;'(l  -  rx!-i)  (1  -  r^-2)  (1  -  r^-s)  ■  •  ■  (1  -  r^n)  x  100     ,  , 
^13= Q W 

xf<~>x'+n 

Since  all  these  n  quantities  are  estimates  of  circulation  it  is 
necessary  to  arrange  each  of  the  expressions  for  Cja  and  Cu  in 
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a  series  of  five  sets— namely  (12345),  (23456),  (34567),  .  .  . 
and  then  to  find  out  the  geometric  mean  in  each  case.  The 
resulting  mean  values  will  eliminate  large  errors  and  give  fairly 
accurate  estimates  of  circulation.  As  an  example,  take  the  first 
series  of  five  sets,  viz.  (12345)  of  values  of  G^^  and  C^g.  Taking 
logarithms  we  have 

log  Ci2 = i{(log  111  X  100  +  log  Iio  X 100  +  log  I9  X  100 

+  log  Ig  X 100  +  log  I7  X 100)  -  (log  iiSi2  +  log  10S12 
+  log  9S12  +  log  gSia  +  log  7S12)}  +  i{(log  (1  -  rii.i) 
log(l-»-io-i)+   •  •  •)• 
Substituting  the  values  of  the  percentages  from  the  rupees 
census  table  and  taking  the  coinages  in  crores  of  rupees  we  have 

log  Ci2  =  i(12-58689- -37785) +i  [fifteen  expressions  of  the 

type  log  (1-r)] 
=244181  +  IS  log  (1-r) (B) 

Similarly  from  the  first  five  equations  for  Cig  we  get — 

log  Ci3  =  i(12 -27915 -1-97340) +1  [fifteen  expressions  of  the 

type  log  (1  -  R),  say] 

=  2-46115 +iS  log  (1-R) (C) 

From  (B)  and  (C)  the  ratio  between  the  circulation  C12  and  C13  has 
been  taken  to  determine  the  circulation  in  1913. 
Thus 

log  ^=-01934  +  1(2  log  (1-R) -Slog  (1-r)}  .    (D) 

*^12 

Now  each  of  the  series  S  log  (1  -  R)  and  S  log  (1  -  r)  contain 
fifteen  terms.  Out  of  these  thirty  terms  only  ten  are  difierent  and 
the  rest  are  alike,  so  that  most  of  the  expressions  in  the  series 
S  log  (1  -  R)  -  S  log  (1  -  r)  necessarily  vanish.  If  the  years  had 
not  been  consecutive  but  wide  apart  all  these  thirty  expressions 
might  have  been  difierent,  so  that  the  assumption  that 

Slog  (1-R) -Slog  (1-r) 
is  negligible  in  consecutive  years  involves  less  error  than  in  the 
case  of  years  wide  apart. 

Having  assumed  this,  we  obtain  from  (D) 
log  Ci3=logCi2  + -01934 
=  2-25899  + -01934 

=  2-27833 (E) 

In  order  to  minimise  the  error  stUl  further  it  is  necessary  to 
take  ten  such  ratios  from  the  corresponding  series  for  C12  and  Cu 
and  then  from  the  value  of  Cu  as  already  obtained  in  (vi.)  0^  has 
been  determined. 
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Thus  from  the  second  series  of  five  sets  (23456)  of  values  of  Cj^ 
we  have 

log  Ci2 =1(14-03297  -  2-17460) 

+  ^  [twenty  expressions  of  the  type  log  (1  -  Tj)  suppose] 
=  2-37167  +  ^2  log  (1-ri). 
Similarly  from  the  corresponding  series  for  Cja 

log  Ci3  =  2-46334  +  iS  log  (1  -  R^), 
whence 

log  ^  =  -09167  +  i[S  log  (1  -  El)  -  S  log  (1  -  r,)]. 

There  are  forty  terms  in  the  series  S  log  (1  -  R^)  -  S  log  (1  -  r^), 
of  which  only  twelve  are  difierent,  so  that  the  assumption 
S  log  (1  -  Rj)  -  S  log  (1  -  rj)  is  negligible  in  this  particular  ratio 
involves  no  large  errors.     On  this  assumption,  again 

log  Ci3=logCi2+ -09167 
=  2-25899  + -09167 
=  2-35066.  .         .         .(F) 

Proceeding  in  this  way  we  get 


(from  E) 

log  Ci3  =  2-27833 

(i-) 

(from  F) 

log  Ci3  =  2-35066 
logCi3  =  2-25593 
log  Ci3  =  2-24377 
log  Ci3  =  2-23820 
log  Ci3  =  2-28402 
log  Ci3  =  2-28693 
log  Ci3  =  2-28809 
log  Ci3  =  2-28485 
log  Ci3  =  2-29330 

(ii.) 
(iii.) 
(iv.) 

(V.) 

(vi.) 
(vii.) 
(viii.) 

(ix.) 

(X.) 

whence 

log  Ci3  =  2-280408 

.".  0,0  =  191  crores. 

On  an  examination  of  these  ten  values  of  log  C13  it  appears 
that  the  second  and  the  fifth  values  are  somewhat  doubtful.  If 
these  values  are  discarded  altogether,  then  the  average  of  the 
remaining  eight  gives  189  crores,  i.e.  the  value  of  Cjg  is  reduced 
only  by  1  per  cent.  If,  on  the  other  hand,  discarding  these 
doubtful  figures,  two  other  ratios  are  taken,  then  the  value  of  Cjg 
approaches  very  closely  to  191  crores.  It  may  be  observed  that 
the  presence  df  one  or  two  doubtful  figures  does  not  in  practice 
materially  affect  the  average  results. 


ADDENDA  AND  CORRIGENDA 


Page  24.    The  foot-note  should  read : 

"  When  the  Committee  on  Indian  Currency  now  sitting  (Sep- 
tember 1919)  has  reported  this  rate  may  be  changed.  The  rupee 
equivalent  fixed  on  September  17,  1919,  for  sovereigns  imported 
was  E.  11.11.0  per  sovereign  and  for  other  gold  at  R.  1  for 
every  9-662  grains  troy  of  fine  gold.  This  rate  has  been  adjusted 
in  such  a  way  as  to  allow  for  a  premium  on  gold  as  compared 
with  sterling.  At  Is.  lOd.  the  price  of  a  sovereign  was  R.  11.3.0 
and  at  2s.  it  would  have  been  R.  10.4.0,  i.e.  allowing  for  the 
number  of  rupees  that  go  to  the  sovereign  plus  the  cost  of  freight. 
The  rate,  however,  was  fixed  at  the  rate  at  which  gold  can  be 
laid  down  in  India  at  R.  11.11.0,  and  has  the  effect  of  bringing 
the  rate  for  Council  drafts  nearer  to  the  cost  of  importing  gold 
which  is  one  of  the  means  possible  of  ensuring  stabihty." 

Page  57,  fine  7  from  bottom.  Insert  with  an  asterisk  against  the 
remark  "  If  then  nickel  four-aima  and  eight-anna  coins  were  introduced 
.  .  .  for  use  "  a  foot-note  thus  : 

"  Sanctioned  September  1919  (BUI  22  of  1919  amending  the 
Indian  Coinage  Act).  The  nickel  coins  are  now  the  one-,  two-,  four-, 
and  eight-anna  pieces." 

Pages  64  (Note  1)  and  306  (Table).  Insert  after  the  present  foot- 
notes : 

"  With  effect  from  September  16,  1919,  the  price  of  Council 
drafts  was  further  raised  to  2s.  for  immediate  Telegraphic  Transfers 
and  to  Is.  llyfd.  for  deferred  Telegraphic  Transfers  and  bills." 

Page  262,  hne  24.  Insert  a  foot-note  with'  an  asterisk  against  the 
remark  "  The  booking  of  specie  by  rail  and  steamer  ...  by  post  "  : 

"  Restrictions  removed  (September  1919)." 

Page  368,  fine  12  from  bottom.  Insert  with  an  asterisk  against 
the  remark  "  At  the  present  time  the  proposal  for  an  amalgamation  of 
the  Presidency  banks  is  .  .  .  chequered  history  "  the  following  foot-note : 

"  Since  sanctioned  by  the  Secretary  of  State.  The  proposals 
will  now  have  to  go  before  the  shareholders  of  the  three  Presidency 
banks." 
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